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Foreword 


Welcome to WorldatWork Course GR7: International Remuneration — An Overview 
of Global Rewards. 


To achieve the greatest benefit from this program, your active participation is encouraged. 
Please feel free to ask questions relevant to the topics presented and share your ideas 
and experiences with the instructors and other participants. Additionally, the coffee breaks 
and lunches are excellent forums for sharing thoughts and ideas about the compensation 
function. 


In creating the WorldatWork educational program, we seek to offer the highest quality 
professional development opportunities for human resources professionals with 
concentrations in compensation, benefits and total rewards. We invite your opinions and 
suggestions about the course and its content to assist us in updating our courses and to 
ensure they are meeting your needs. 


Thank you for your participation. 


Version 3.08.1 


The information in this publication, as prepared by the authors and reviewed by other experts in the field, 
represents various approaches to compensation and benefits management. WorldatWork strives to 
provide information and perspectives that will help readers apply appropriate practices in their own 
organizations, but does not provide prescriptive advice. Nothing herein should be construed as an attempt 
to aid or hinder the adoption of any pending legislation, regulation or interpretive rule, or as legal, 
accounting, actuarial or other such professional advice. 
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Course GR7/ 


Course Overview 


This basic-level course offers an overview of total remuneration and its role within global 
organizations. It includes summaries of national remuneration practices in various countries 
and regions of the world, a discussion of expatriate pay strategies, an analysis of the 
differing influence of governments on remuneration practices and the role of remuneration 
within the overall global management of human resources. 


Intended Audience 


This course is recommended for human resources generalists and specialists from all 
functions seeking a broad understanding of total remuneration policy and practices around 
the world. It serves as an overview of global practices in total remuneration. It also serves 
as an introduction to global strategy. 


Thank You 


Thank you for choosing WorldatWork to support your professional development efforts. 
If you have any questions about the course please call WorldatWork headquarters at 
877/951-9191. Our mailing address is 14040 N. Northsight Blvd., Scottsdale, AZ 85260. 


Our Pledge to You 


WorldatWork is committed to providing you with high-quality products and services. 

Our staff at the association’s global headquarters in Scottsdale, AZ, is dedicated to your 
satisfaction. If we do not meet your expectations — or if you wish to share any comments, 
suggestions or questions — please feel free to contact us at any time. We appreciate 
your support. 


WorldatWork 

Toll-free 877/951-9191 

Fax 480/483-8352 
customerrelations@worldatwork.org 


GR7 # 0.2 


© WorldatWork. All rights reserved. 


Overview: Course GR7 


MODULE 1 
Globalization, Remuneration and Total Rewards 


Begins the course with an examination of some reasons why companies globalize and 
the impact of globalization on remuneration and total rewards programs. 


= Globalization 
m The global business environment 
@ Total remuneration 


MODULE 2 
Influences on Reward Systems 


Provides an overview of cultural issues and looks at other regional influences that affect 
the design and delivery of global rewards. 


m Influences on total rewards 
m@ The impact of culture 

m Other influences 

m@ Rewards planning 

@ Global practices 


MODULE 3 
Global Compensation Practices 


Outlines some of the primary similarities and differences that practitioners will need to 
examine when developing a compensation/remuneration strategy. 


Elements of compensation 

Factors to consider in compensation/remuneration 
Base pay delivery 

Variable pay delivery 

Executive compensation 

Effective global practices 


Compensation challenges 
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OVERVIEW: COURSE GR7 


MODULE 4 
Global Benefits Practices 


Provides an overview of benefits in different regions of the world that may serve as a 
starting point for developing a global benefits strategy. 


™ Global benefits strategy 

™ Statutory and nonstatutory benefits 

m@ Selection of benefits service providers 

™ Cost and financial impact of benefits programs 


MODULE 5 


Work-Life, Performance and Recognition, Development 
and Career Opportunities 


Focuses on other components of total rewards and their effect on attraction, retention 
and motivation throughout the world. 


™ Total rewards in the global workplace 
™ Global performance management 

m@ Other rewards 

= Impact on total remuneration 


MODULE 6 
Managing International Assignments 


Examines several approaches to compensating international assignees and some of the 
other issues associated with managing international assignments. 


Definitions 

Evolution of international assignments 
International assignments 
Compensation systems 

Retirement issues 


Other issues 
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OVERVIEW: COURSE GR7 


MODULE 7 
Cross-Border Mergers and Acquisitions 


Provides an overview of some of the areas to assess and the required elements 
necessary to successfully combine cross-border companies in a business transaction. 


Definitions of key terms 

Cross-border mergers and acquisitions 

The role of HR 

The importance of culture 

Other global M&A issues 

Successful cross-border mergers and acquisitions 


APPENDIX 
@ Quiz answers 
m= Support materials for course modules 


EXAMS 
m= Information on WorldatWork Society of Certified Professionals certification exams 
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Globalization, 
Remuneration 
and Total Rewards 


ee 
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Module 1 


Globalization, Remuneration and Total Rewards 


Introduction 


The human resources (HR) practitioner increasingly is being called upon to design and 

implement HR strategies that fit cultures and business conditions in global markets. An 

important consideration when doing so is to avoid the common mistake of automatically 
exporting headquarters-based practices to the new environments. 


Although people worldwide have many similarities, many differences exist as well. It is 
critical that organizations appreciate both the similarities and differences to be most 
effective in the global workplace. For those involved with global operations, it is essential 
to be aware of the significance of cultural differences as they relate to work and rewards 
systems. To add the greatest value to growing international operations, HR professionals 
need a sound understanding of their business operations, and they need to “think globally, 
act locally.” 


Module 1 begins the course with an examination of some reasons why companies globalize 
and the impact of globalization on remuneration and total rewards programs. 


Objectives 


By the conclusion of this module, you will be able to accomplish the following: 
1. Define and explain globalization and its effect on employers and markets. 


2. Describe different approaches that companies take regarding global business 
operations. 


3. Identify reasons why organizations globalize. 
4. Identify indicators used to evaluate the current business conditions in different regions. 
Define total remuneration and describe the evolution of global remuneration practices. 
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Globalization 


m What is globalization? 
= Globalization affects most businesses 


m Influence of companies across borders 


Globalization 


= What is globalization? Globalization is the expansion of trade and economic 
development that results from the movement of products, services, technology, capital 
and human resources throughout the world. Globalization often leads to local change 
as traditional economies and cultures evolve and transform to adapt to the influence 
of global market forces. 


= Globalization is a predominant theme affecting most business organizations 
today. Whether because of domestic competition from foreign companies or because 
of new business opportunities abroad, virtually every company is learning to operate in 
a global marketplace. 


m Influence of companies across borders — Consider the following list of companies 
doing business in North America. 


Company Industry Country of Origin 

Honda Auto Japan 

ABB Industrial Sweden/Switzerland 

BMW Auto Germany 

Nestlé Food Switzerland 

YKK Fastening and Architectural Products Japan 

GlaxoSmithKline Pharmaceuticals U.K. 

Fuji Photo Film Imaging & Information Japan 

Mazda Auto Japan 

Samsung Electronics South Korea 
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GLOBALIZATION 


Why Globalization? 
ss = 


‘We are living through a transformation that will 
rearrange the politics and economics of the coming 
century. There will be no national products or 
technologies, no national corporations, no national 
industries ... 


““American’ corporations and ‘American’ industries are 
ceasing to exist in any form that can meaningfully be 
distinguished from the rest of the global economy.” 


Robert Reich — The Work of Nations 


Ne ey 


Why Globalization? 


Today, more and more companies are becoming truly global, with products, services, 
customers, supply chains and technology spanning borders. To remain competitive, 
companies are learning that global resources and markets represent some of the best 
opportunities for growth and expansion. 


Note: Robert Reich is a former U.S. Secretary of Labor. 
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GLOBALIZATION 


Business Operations 


m Export 


@ International 


@ Multinational 


= Global 


Business Operations 


Many companies consider themselves “global,” although the approach to doing 
business globally varies. The following terms define companies according to how 
they operate with regard to other countries. 


= Export company - first overseas operation(s) in place 


= International division — company that focuses mainly on the home market with 
some international business activity managed tightly by the headquarters country 


= Multinational company — company that conducts business in multiple countries, 
with each operation typically managed by local employees following a centrally 
coordinated strategy 


= Global company — an organization with worldwide operations, whose strategies, 
resources and technology are utilized globally, regardless of national or geographic 
boundaries. 


What stage is your company in? 
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GLOBALIZATION 


Reasons to Globalize 


= Competitive survival 


m= Cost spreading 
@ Trailblazing 
m Rule of Three 


= Domino effect 


Reasons to Globalize 


Competitive survival is perhaps the major reason to globalize. Reduced costs 
(as a result of cheaper labor), or increased profits (through expanded markets) are often 
drivers. 


Cost spreading usually is realized through mergers, alliances and joint ventures in an 
effort to spread or share costs for various capital-intensive investments, such as 
research or large-scale product launches. 


Trailblazing is a matter of vision. Today, many companies are attempting to expand into 
the potentially huge markets of China and India, as well as emerging locations, such as 
Vietnam and Russia. 


The Rule of Three states that “three companies will always garner the lion’s share of the 
market while those that arrive late receive only crumbs.” To recover high start-up costs, 
top companies understand the importance of establishing a major presence in emerging 
markets. 


Domino effect is realizing that success in a new territory makes it easier to enter 
another. This is especially true when intercountry cultures and customs are similar. 
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GLOBALIZATION 


rc 


Reasons to Globalize ...conta 


Effective technology 


@ Search for innovation 


m Benchmarking 


Customer base and partnerships 


m Business expansion 


Reasons to Globalize ...cont’d 


= Effective technology is easily accessible to most companies and it levels the global 
playing field. Organizations can conduct their business through phone, fax, internet, e- 
mail and videoconferencing. 


= Search for innovation involves companies seeking to cross global borders in pursuit 
of innovation. Putting organizations in touch with worldwide trends may lead to new 
products or services. 


= Benchmarking against other companies propels companies toward 
globalization by 
# Teaching companies how other companies break through global boundaries 
¢ Yielding richer data when the company doing it already has global operations 
= Customer base and partnerships speeds up delivery to customers, improves ties with 


strategic partners abroad, supports local customers’ international operations and meets 
cultural needs of customers. 


= Business expansion avoids protectionism, finds lower taxes and government 
incentives, accesses global technical and management talent, avoids local regulatory 
constraints and accesses lower production and service costs. 
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The Global Business Environment — 
Economic Indicators 


= Employment/unemployment rates, 
income levels 


m Exchange rates, inflation rates 


=m Gross domestic product (GDP) 


The Global Business Environment — Economic Indicators 


Managing business on a global scale requires maneuvering through many uncontrollable 
variables. Key economic indicators and other factors may be used to evaluate the current 
business conditions in a region. 


= Employment/unemployment rates, income levels — Unemployment rates and 
workforce demographics will differ; income and salary levels will reflect the local 
competitive market. (Note: employment data reported in some emerging markets 
may be inflated by as much as 5%.) 


m= Exchange rates, inflation rates — Currency exchange rates change daily and can 
affect both compensation and benefits. 


= Gross domestic product (GDP) — The output of goods and services produced annually 
in a given country (gross and per capita) and the corresponding growth rate provide a 
picture of the local business environment. Global statistics on these indicators provide a 
means for broadly assessing the world economy. 
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THE GLOBAL BUSINESS ENVIRONMENT 


Other Indicators 


= Communications 


m Political stability 


m Legal/regulatory 


= Culture 


Other Indicators 
Other indicators of business conditions include: 


= Communications — International telecommunication, including web connections or cell 
phones may not even be available in emerging markets. Prior assessment may highlight 
technological needs before expanding into a region. 


= Political stability — Political control will be unique and evolving in every country. 


= Legal/regulatory — Statutory requirements affect business strategy, rewards strategy 
and, ultimately, the delivery of compensation and benefits in each country of operation. 


= Culture — Culture is perhaps the most complicated aspect of the global business 
environment. Some of the considerations related to culture include language differences, 
religious influences and appropriate or accepted norms for business etiquette. 
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THE GLOBAL BUSINESS ENVIRONMENT 


Market Performance 
Regio O de 
North America U.S. DOW 
NASDAQ 
Canada S&P / TSX Comp. 
Latin America Mexico Bolsa 
Brazil BOVESPA 
Australia All ordinaries 
Asia / Pacific Japan Nikkei 
Hong Kong Hang Seng 
S. Korea Korea composite 
Singapore Straits Times 
European 
Communities = Uk. FTSE 100 
France CAC 
Germany DAX 


Market Performance 


Several of the major market indices throughout the world are listed above. Current 
information on market performance is available from many sources, including Nasdaq 
at http:/www.nasdaq.com/. 


Research on the existence and performance of a local stock exchange provides an 
immediate picture of the financial situation in a given country as well as an indication of 
acceptance of stock in the local community. 
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TOTAL REMUNERATION 


Rewards vs. Remuneration 


= Total rewards 


= Total remuneration 


Rewards vs. Remuneration 


Rewards and remuneration may have different meanings, depending upon the context in 
which they are used and the individual or group using them. For purposes of this course, 
these terms are defined as follows: 


= Total rewards 


¢ All of the tools available to the employer that may be used to attract, retain and 
motivate employees. Total rewards include everything the employee perceives 
to be of value resulting from the employment relationship. 


= Total remuneration 


# The sum of the financial and nonfinancial value to the employee of all the elements 
in the employment package (i.e., salary, incentives, benefits, allowances, holiday 
pay, perquisites, job satisfaction, organizational affiliation, status, etc.) and any other 
intrinsic or extrinsic rewards of the employment exchange that the employee values 


For purposes of this course, the terms rewards and 
remuneration will be used synonymously. 
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TOTAL REMUNERATION 


Historical Perspective 


Impose home country system on 
overseas operations 


Create separate multiple systems 
with local management for 
overseas operations 


Devise an integrated strategy 


Historical Perspective 


As organizations expand their operations to global markets, the effectiveness of rewards will 

depend upon HR’s understanding of the differences in remuneration and rewards practices 

around the world. Global delivery of compensation, benefits and other rewards has evolved 

over time and often depends on the stage at which the organization is operating outside of 

its home country (i.e., export international division, multinational, global). 

= A traditional approach has been to impose the home country system on overseas 
operations 


@ Exploit the resources or market opportunities available in new territories 
# This is not a true multinational strategy. As overseas operations became more 
significant and autonomous, this approach evolved. 
= A local approach has been to create separate multiple systems with local 
management for overseas operations. 


Multinational strategy — Each entity or region has its own “offshore” operation with 
local management. 


# Reduces the need for a common human resources process or rewards programs. 
Patchwork process does not support an integrated global objective. 


# Some companies do not see the link between the work of the employee and effective 
execution of strategy. 


Thompson, M. and Richter, A., “Using Culture Principles to Resolve the Paradox in International Remuneration,” 
ACA Journal, (Summer 1998) p. 29-30. 
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TOTAL REMUNERATION 


Historical Perspective ...cont’d 


= Amore contemporary approach involves devising an integrated global rewards 
strategy 


¢ Acommon framework without a one-size-fits-all plan. This approach requires 
accommodation of national cultural differences, preservation of organizational 
principles and development of the optimal remuneration mix that accomplishes 
multiple objectives. 


@ Provides a smoother coordination of complementary functional activities 
distributed across borders 


# Provides a broad corporate or global framework that is flexible enough to respond 
to local needs with relevancy and appropriateness while supporting the 
organization’s overall mission 


¢ Fosters a better understanding of the trade-off between local adaptation and 
global standardization 


An integrated global rewards strategy provides a set of guiding principles and a 
framework for reward decision-making across a business that is directly derived from 
and linked to the overall objectives and philosophy of the business. 


# Such a strategy seeks to provide some consistency of rewards philosophy across 
different countries, subsidiaries and operating units without necessarily requiring 
uniformity of specific rewards programs. 


GR7 @ 1.13 


© WorldatWork. All rights reserved. 


TOTAL REMUNERATION 


/ 


Delivering Total Rewards Globally 


m Expectations and market practices vary 


= Consistent rewards may be unattainable 
Different drivers of commitment 

Cultural differences 

Lack of information 


Differing laws 


5 A A A ad 


Communication and administration issues 


Delivering Total Rewards Globally 
The process of utilizing total rewards globally requires careful consideration. 


= Expectations and market practices vary — Rewards objectives may focus more 
on common perspectives and attitudes toward rewards than on absolute consistency 
between countries. 


= Aconsistent global rewards package may be unattainable 
¢ Different drivers of employee commitment 
¢ Cultural differences 
@ Lack of meaningful information sources 
@ Complex and differing tax and labor laws 
# Communication and administration issues 
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Define and explain globalization and its effect on 
employers and markets. 


Describe different approaches that companies 
take regarding global business operations. 


Identify reasons why organizations globalize. 


Identify indicators used to evaluate the current 
business conditions in different regions. 


Define total remuneration and describe the 
evolution of global remuneration practices. 
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Module Quiz 


1. 


The expansion of trade and economic development that results from the movement 
of products, services, technology, capital and human resources throughout the world 
is best described by which of the following terms? 


A. Globalization 

B. Capitalism 

C. Protectionism 

D. Internationalism 


Which of the following best describes a company with its first overseas operation(s) 
in place? 


A. Export company 

B. International division 
C. Multinational company 
D. Global company 


_ What economic indicator provides information on the output of goods and services 


produced annually in a given country? 
A. Market index 

B. Gross domestic product 

C. Exchange rate 

D. Trade surplus/deficit 


What is the most accurate statement regarding the delivery of total rewards globally? 
A. In most cases, a home country system can be expanded globally 


B. Differences throughout the world require unique and decentralized rewards 
systems for each country of operation 


C. Acontemporary strategy is to develop a common framework without a 
one-size-fits-all approach 
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Influences on 
Reward Systems 


Lena 
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Module 2 


Influences on Reward Systems 


Introduction 


As globalization spreads, economic and social boundaries become less visible. However, 
even as this occurs, it is important to be cognizant that laws, values, traditions and cultures 
of countries still differ. 


These unique characteristics influence the design and delivery of reward programs globally. 
A first step, therefore, is to gain an understanding of the cultural, legal and other influences 
that characterize the regions in which the organization operates. Influences such as 
government mandates may directly affect the design of many total remuneration programs, 
requiring local modifications to headquarters country practices. 


Success in managing reward systems globally requires both understanding and sensitivity 
to the varying needs and expectations of employees throughout the world. Module 2 
provides an overview of cultural issues and looks at other regional influences that affect 
design and delivery of reward systems. 


Objectives 


By the conclusion of this module, you will be able to accomplish the following: 
1. Define culture and explain its influence on global rewards and employee motivation. 


2. Explain how government controls, labor agreements and other influences affect the 
delivery of global rewards. 


Explain the process of global rewards planning. 


4. Differentiate between effective and ineffective global rewards practices. 
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Influences on Total Rewards 


External — 


Business strategy # Community culture 


Organizational structure Labor market 


m Costs/resource availability Competition 

« Shareholder expectations Legal/regulatory 

# Culture = Economics 

m® Total rewards philosophy = Technology 
Human resources strategy Industry characteristics 


Other: 


# Vision 
Mission 
Other: 


Influences on Total Rewards 


When designing a total rewards program, external and internal factors may need to be 
considered. These influences are magnified when the company is operating on a global 
scale. Rapid changes in technology, workforce demographics and telecommunications 
have made awareness of the internal and external environment critical. 


= Internal 
# Business strategy @ Organizational structure 
@ Costs/resource availability @ Shareholder expectations 
# Culture ¢ Total rewards philosophy 
@ Human resources strategy @ Vision 
@ Mission @ Other: 
m= External 
# Community culture @ Labor market 
# Competition @ Legal/regulatory 
@ Economics @ Technology 
@ Industry characteristics @ Other: 
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Influences on Total Rewards ...cont'd 


m@ Culture/religious influences 
= Government controls/regional practices 
= Legislation 


m Technology 


Influences on Total Rewards ...cont’d 


= Culture/religious influences 


# Includes social customs, team vs. individual, communication style and performance 
appraisal systems 


@ Includes number of holidays observed, prescribed additional payments and 
gender issues 
= Government controls/regional practices 
# Government politics and trends 


@ Taxation will influence reward delivery methods and types (e.g., cars, housing 
allowances). 


@ Economic history and trends — review inflation history and national economic growth 
@ Unions 
m Trade union and works council influence 


s National trade agreements, minimum wage practices and statutory 
requirements 


= Regional unions, such as the European Union (EU), have an increasing 
influence on basic employment legislation being harmonized. 
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Influences on Total Rewards ...cont’d 


= Legislation 
@ Sarbanes-Oxley Act of 2002 


Corporate accountability and accounting reform law for public companies 


Increased detailed reporting for multinationals offering stock on 
U.S. exchanges 


Over 1,000 European companies have had to implement new financial and 
operational procedures 


Additional costs due to corporate governance legislation 


Requires full knowledge and understanding of all foreign retirement and stock 
plans to enhance oversight and management of equity and retirement 
programs covering employees in overseas operations 


= Technology 
@ “State of the art” vs. “emerging” 
@ Application and use 
Confidentiality and transfer of data (some countries are more difficult) 


# The sophistication and use of technology systems and support inside and outside 
of the home country may vary considerably. 
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THE IMPACT OF CULTURE 


A Definition 


Culture is described as the holistic 
interrelationship of a group’s identity, 
beliefs, values, activities, rules, customs, 
communication patterns and institutions. 


Source: Dynamics of Intercultural Communication, 
Dodd, Carley H., © 1998, used with permission by 
The McGraw-Hill Companies, Inc. 


A Definition 


Culture influences how we adapt and learn language, habits, customs, expectations and 
roles — it shapes thinking, acting and communicating, according to group expectations. 


It is important to understand the overall reasons why culture influences communication. 


m First, culture teaches significant rules, rituals and procedures. Attitudes toward time, how 
to dress, when and what to eat, and how to work, illustrate this first function of culture. 


= Second, culture reinforces values. What is good or evil, what is true or false. Each 
individual's understanding of the world is taught in a cultural context. 


m Third, culture teaches relationship with others. Culture generates a strong, often 
unspoken dynamic of roles and expectations. 


Source: Dynamics of Intercultural Communication, Dodd, Carley H., © 1998, used with permission by 
The McGraw-Hill Companies, Inc. 
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THE IMPACT OF CULTURE 


Manifestations of Culture 


Sometimes what you see is far different 
from what you get. 


m Tangibles 


m Intangibles 


Manifestations of Culture 


Intangibles may have different meanings in a global setting. For instance, time is more 
important in some cultures than others. 


= Tangible manifestations of culture are more real or concrete and may hold a certain value. 
@ Art 

@ Eating 

@ Greetings 

@ Dress 

@ Manners 

@ Rituals 

@ Outward behavior 


= Intangible manifestations of culture tend to be more difficult to perceive by the senses. 
As aresult, they can be more difficult to identify. 


Time 

Actions 
Communications 
Space 

Power 
Self-motivation 
Structure 
Thinking 
Environment 


eee ee ee eo SO 
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THE IMPACT OF CULTURE 


Problems Encountered 
Across Cultures 


Ethnocentric judgments 
Culture shock 
Difficulty of exporting organizational practices 


Levels and availability of technology 


Level of economic development and cultural views 
of globalization 


m Perceived threats to customs, religious freedoms, 
etc., by “globalization” 


Problems Encountered Across Cultures 


= Ethnocentric judgments — generalizing or stereotyping, based on origin or “our way is 
the best way” 


Example: “My country/culture is best.” 
= Culture shock — complete lack of understanding of differences 


Example: Closing stores in some countries at certain times of the day might not happen 
in the home country. 


= Difficulty of exporting home country practices — Exportation of practices that are 
taken for granted in one country may lead to frustration in countries that have different 
operating environments (e.g., exit interviews, performance appraisals) 


Levels and availability of technology vary 
@ Access to the Web; use and application 
@ E-customer service centers 


= Level of economic development and cultural views of globalization affect 
way Of life 


= Perceived threats to customs, religious freedoms, etc., by “globalization” 


What are your experiences in dealing with other cultures? 
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THE IMPACT OF CULTURE 


Implications for 
Cross-Cultural Management 


m Recognizing differences 
m Competitiveness vs. solidarity 


m@ Achievement motivation vs. 
relationship motivation 


m™ Career expectations and 
gender roles 


Implications for Cross-Cultural Management 


A diverse global workforce requires organizations to recognize how culture affects business 
operations. If organizations are to succeed in their global initiatives, cross-cultural skills will 
become more and more critical in managing business operations and human resources 
across borders. 


m™ Recognizing differences — ideas and behaviors 


= Competitiveness vs. solidarity — individual and group behaviors and different 
motivational drivers 


= Achievement vs. relationship motivation — values and beliefs related to work; live to 
work or work to live 


= Career expectations and gender roles 
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Other Influences — 
Labor Agreements 


m= National and international trade unions 
m International Labor Organizations 
m Multiple agreements 


m Generally not applicable to senior-level 
employees 


= Set minimum terms and conditions 


Other Influences — Labor Agreements 


Employee representation and national/international trade unionization rights vary. 
# Many countries still have national wage bargaining structures. 
International Labor Organizations 
@ Union/labor agreements may be either: 
= Individual to the site 
= Industry-based within a state, province or nation. 


In many cases, multiple agreements apply within a site where more than one union 
represents segments of the workers. 


Senior-level employees usually are not covered by labor agreements but rather by 
executive level contracts. 


Labor agreements set the minimum terms and conditions. (e.g., work hours, 
vacation, termination, etc.) 
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OTHER INFLUENCES 


Typical Employment Issues 


m Wages 
@ Hours 
m Leave 
= Termination 


m@ Acquired Rights 


Typical Employment Issues 
The following will differ due to government controls and/or regional practices: 
m= Wages 
@ Wage levels 
@ Shift, meal, uniform and travel allowances 
# Overtime payments and conditions including meal and transport subsidies 
= Hours 
@ Hours of employment 
# Overtime payment and maximum hours to be worked 
@ Meal and rest periods 
m Leave 
@ Holidays and vacation entitlements 
# Other leave entitlements such as sick, compassionate, maternity and adoption leave 
= Termination 
@ Employment termination requirements (e.g., termination indemnities) 
@ Notice period 
# Severance payments 
¢ Workers compensation provisions 
= Acquired Rights 


@ A benefit or compensation plan voluntarily implemented by an employer can 
become impossible to remove without employee agreement. 
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OTHER INFLUENCES 


Works Councils 


= Domestic works councils 


@ Prevalence 


m European Works Council Directive 
@ All EU members except the UK 


# Companies with 1000 employees, 150 in 
two member states 


# Right to information 


# Requirements 


Works Councils 


Works councils are employee representative groups that consult with employers on 
matters affecting employees (e.g., working conditions, business strategy, company 
financial situation, employment plans). 


= Domestic works councils — Domestic works councils are prevalent in Belgium, France 
and Germany. 


= European Works Council Directive — Companies that operate in two or more EU states 
must establish a works council or another similar group to discuss transnational issues 
with employee representatives. 


@ Applies to all European Union members except the United Kingdom 


¢ Applies to companies with at least 1,000 employees in the member states, and 
at least 150 employees in at least two member states 


@ Intended to improve the right to information and consultation in community-scale 
undertakings 


@ The European Works Council directive includes: 
= Atleast one,annual meeting with management 
= A right to recommend changes to company policies/practices 
= A right to petition for a council to come into effect. 


Additional information is available from the Federation of European Employers (FedEE) 


GR7 @ 2.12 


© WorldatWork. All rights reserved. 


OTHER INFLUENCES 


Other European Union (EU) Directives 


@ Working time 
m= Parental leave 
= Contracts of employment 


m Part-time workers 


Other European Union (EU) Directives 


There are many other EU directives that affect employment terms and conditions. 
Additional regional influences are likely to emerge as trade becomes more regionalized. 
Such directives include: 


= Working time — governs working hours for member states. The European Commission 
is responsible for proposing amendments, such as extending the workweek. 


= Parental leave — governs leave entitlement in member states 
= Contracts of employment — expands the information to be included 


= Part-time workers — sets working conditions for part-time employees 
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OTHER INFLUENCES 


Individual Employment Contracts 


m™ Typically apply at management levels 
m Document terms and conditions 

m= Some contracts are fixed-term 

m Split pay contracts 

m Binding agreements 

= Roles and responsibilities 


m Universal 


Individual Employment Contracts 
= Typically apply at management levels 


= Document terms and conditions outside statutory and company practices 


¢ For example, employment contracts document any special pension benefits and/or 
the provisions applying on termination of service. 


Some contracts are fixed-term 
# Construction industry 


Split pay contracts 
@ Are more likely to be at the senior management levels 


@ Relate to the actual delivery of pay from a number of different countries due to 
dual employment conditions 


@ Usually predicated on the employee actually doing work in a number of countries 
and his or her pay apportioned among them. This usually is done to provide greater 
tax-effective remuneration, but it is subject to review by the tax authorities. 


Represent binding agreements between the employee and the company 


Set out each party’s roles and responsibilities in the agreement 


Are universal outside of the U.S. and take the form of either an individual employment 
contract or a union/labor agreement 
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OTHER INFLUENCES 


Global Rewards Communications 


m Link business goals with rewards 
= Challenges with local customization 


m Advantages of total rewards statements 


Global Rewards Communications 


The purpose of communication is to create understanding and transfer meaning. 
Communication about rewards to global employees should increase awareness about 
programs as well as create appreciation for the total value of employees’ reward packages. 


= Link business goals with rewards — Effective communication about rewards helps 
employees understand how their contributions to business goals can result in increased 
compensation, benefits and other rewards. 


= Challenges with local customization — A common approach by global companies is 
to allow customization of the corporate messaging at the local level. A challenge this 
presents is that it can lead to inconsistent communication companywide. Company goals 
and their alignment with rewards may be miscommunicated or not communicated at all. 


= Advantages of total rewards statements — A total rewards statement that can be 
individualized for regions and employees communicates the total value of all employee 
rewards received into one annual statement. 
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OTHER INFLUENCES 


Government Controls — 
Employment Termination 


m™ Practice varies significantly by country 


m Group vs. individual termination 
differences 


= Mandated retirement 


Government Controls — Employment Termination 
= Practice varies significantly by country with regional influences. 

¢ Europe imposes strong employee protection on severance. 

# Latin America also provides strict severance guidelines. 

¢ Asia adopts a more entrepreneurial, free market system. 

¢ Australia — legislation requires fair/just approach; valid reasons 

@ United States — free market system; consistent with value placed on individualism 
= Different practices apply to group terminations vs. individual terminations. 


= Mandated retirement often is classified as involuntary severance. 


GR7 @ 2.16 


© WorldatWork. All rights reserved. 


OTHER INFLUENCES 


Employment Termination ...contd 


m Statutory termination benefits 


= Termination practices 


# Notice period 


@ Severance payments 


# Typical practice 


Employment Termination ...cont’d 


Most countries require employers to pay indemnities to employees when they are 
dismissed. Typically, the indemnity will vary, depending on the reason for dismissal. 
For example, unjustified dismissal usually will result in a higher level of indemnity than 
dismissal for cause. 

= Statutory termination benefits 


@ In several countries, substantial termination indemnities also are payable on 
retirement and often on death. 


# Often considered to be a substitute for an employer-provided retirement program. 
@ Countries with the most significant termination indemnities payable on retirement 


include: 

Austria Mexico 
Brazil South Korea 
Greece Venezuela 


= Termination practices 
¢ Notice period 
@ Severance payments 
@ Typical practice 
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OTHER INFLUENCES 


Technology — Data Privacy 


m Regulation 
# Country privacy laws 
# EU Directive 95/46/EC 


= Compliance 

Consent 

Database registration 
Inter-company agreements 


Disclosure 


¢-ethU Hh OH OHO 


Transfer permission 


Technology — Data Privacy 


Globalization has contributed to the proliferation of data transfer across international 
borders. Employees have a right to data protection of their personal information. 


= Regulation 


¢ Country privacy laws — Many countries have enacted privacy laws regarding 
personal information. For example, in France and Italy, employers must register with 
data protection authorities if they intend to transmit employee data between 
countries. 


¢ EU Directive 95/46/EC — EU Directive 95/46/EC on data protection, prohibits the 
transfer of certain personal information without employee consent. EU member 
states must each pass legislation protecting personal information. The directive is in 
addition to individual country privacy laws; it does not supersede them. 


= Compliance — To comply with data privacy laws, employers should examine the 
following in each country of operation: 


@ Consent requirements 

¢ Database registration 

¢ Inter-company agreements 
¢ Disclosure 

¢ Transfer permission 
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Rewards Planning Continuum 


| Other European 
Countries 


North America 


Rewards Planning Continuum 


The range of control/freedom differs greatly. Both culture and government intervention drive 
HR practices. Often times, certain countries may move back and forth along the continuum, 
or display differing elements of control. 
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REWARDS PLANNING 


Considerations 


= Country-specific strategy 


m Evaluation systems that complement 
each other 


m= Careful planning up front pays off later 


Considerations 


= Country-specific strategy must consider each unique employment market. 
¢ Global consistency with internal equity 
= Home country pay opportunities 
= Globally mobile employees 
= Local conditions 
# Remuneration characteristics driven by 
= Market/industry demand 
= Legally mandated requirements 
= Tax considerations 
= Culture and traditions 


= The remuneration and performance evaluation systems should complement 
each other. 


# Nonperformance related allowances and perquisites 
= Dictated by culture and tradition 
a May be included in pension calculations 

= Careful planning up front will pay off later. 

¢ Attract and retain best talent available 

# Build team work 

@ Provide incentives for high levels of performance 

@ Maintain competitive advantage 
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REWARDS PLANNING 


Considerations ...cont'd 


m Seek out new systems 
m Recognize the best use of traditional systems 
m™ Create more cost and tax effective systems 


m Develop systems to address changing 
societal norms 


m Encourage creativity 


Considerations ...cont’d 


Adaptability is the key in developing rewards systems that meet the needs of a diverse 
global workforce. Organizations can meet those needs by doing the following: 


= Seek out new and improved systems to meet changing needs. Use current technology 
and up-to-date research and data to support new approaches. 


= Recognize that traditional pay and benefits systems may be most appropriate for 
mid-level management and below; allow the flexibility to use the most appropriate 
approach in a given situation (while respecting the global compensation philosophy). 


= Ensure that the most cost- and tax-effective systems are in use, particularly for the 
increasing number of highly paid senior executives 


= Develop programs to address changing societal norms (e.g., dual career families, 
same sex partners) 


= Encourage creativity so that compensation and benefits practitioners are motivated 
to develop organizationwide and regional plans and programs that are competitive 
and current. 
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Global Practices 


Do ... 


Solicit local advice 


Check legal requirements 


Support new and existing teams 


m Seek consistency at the strategic level 


Global Practices 


It is difficult to correct policy mistakes as the employee population grows. To avoid 
unpopular policy changes later, do research in the early stages, such as the following: 


@ Solicit advice from local: 


Tax and legal specialists — entitlement, collective bargaining agreements, hours 
worked, overtime, worker protections 


@ HR professionals — evaluate the organization’s total rewards strategy 
¢ Employees — motivational drivers, expectations 

m= Check legal requirements 
@ Understand tax implications of decisions 


= Provide support to new local teams to establish structure; listen to and support new 
and existing teams; assess suggestions 


m Seek consistency at the philosophical and strategic level, adapting at the tactical level 
as required to address local factors 
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GLOBAL PRACTICES 


Do Not... 


m= Automatically apply headquarters 
country practices 


m Assume practices do/do not occur 


m Judge local practices 


Do Not... 
= Automatically apply headquarters country practices 


# Evaluate business need and market practices before automatically applying home 
country surveys 


= Assume practices do or do not occur; confirm assumptions before acting 


= Be judgmental about local practices (cultural or legal issues) 


Think globally, but act locally. 
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Case Study 


The Globalwish Case 


Directions: Working in groups of three to five, review the case below and respond to 
the questions that follow. After a few minutes, the instructor will facilitate a discussion 
of the results. 


Your company, Globalwish, is a major computer software developer with headquarters 
located on Route 128 near Boston. Your boss, Imogene Goforit, is CEO and owns 

40 percent of Globalwish’s stock. You are director of human resources. Imogene has 
just returned from vacation in Europe and sent you the following memo: 


While | was in France, | ran into Claude |’Exploiteur, CEO of La Grande Folie, a software 
firm that serves the same markets in France that we do here. Since we've been looking for 
an opportunity to go global, | bought him out. | agreed to send Bill Doors (our director of 
program development) to Paris for three years to show Claude how we do things. In 
return, Claude is sending us his younger brother, Francois, who will be my personal 
assistant. Who knows, we may like him and he may like it here and stay on indefinitely. 


By 10 a.m., | want your recommendations and comments on the following: 


1. What are the cultural and legal implications of moving Bill to Paris and Frangois 
to Boston? 


2. How will Bill’s style as a cross-cultural manager need to be modified to best blend in 
French culture? 


3. What types of government controls will the company need to consider? 
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- Can You? 


Define culture and explain its influence on 
global rewards and employee motivation. 


m Explain how government controls, labor 
agreements and other influences affect the 
delivery of global rewards. 


m Explain the process of global rewards planning. 


= Differentiate between effective and ineffective 
global rewards practices. 
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Module Quiz 


1. Which of the following is most accurate regarding the European Works Council 
Directive? 


A. It applies to all members of the European Union 


B. It is intended to remove trade barriers and allow the free movement of goods, 
services and capital throughout the European Union 


C. It is intended to improve employees’ rights to information and consultation in 
community-scale undertakings 


2. Which of the following is true about individual employment contracts? 


A. They do not represent a binding agreement between the employee and the 
company 


B. They do not address roles and responsibilities 


—__> C. They document terms and conditions outside statutory and company practices 


3. What best describes an effective global rewards practice? 
A. Consider each country’s unique employment market 
B. Apply headquarters country practices universally 
C. Make subjective judgments regarding local practices 


GR7 @ 2.26 


© WorldatWork. All rights reserved. 


Global 


Compensation 


Practices 


es 


GR7 # 3.1 


© WorldatWork. All rights reserved. 


Module 3 
Global Compensation Practices 


Introduction 


In addition to expatriate compensation, global HR practitioners also must contend with 
compensation expectations and requirements regarding local nationals. This is a significant 
issue because the majority of employees of global organizations are citizens of the 
countries in which they work. 


With a world of differences in compensation practices, it may be difficult to determine where 
to begin. A logical starting point is with the similarities. In most cases, pay practices in 
industrialized countries share enough similarities to link the organization's global pay 
practices to a unified compensation strategy. 


Once a common foundation is laid, organizations should consider country-specific 
differences and modify local practices as necessary. Factors such as taxation, frequency 
of pay, expectations regarding pay and performance and the use of variable pay will differ 
from country to country. Module 3 outlines some of the primary similarities and differences 
that practitioners will need to examine when developing a global 
compensation/remuneration strategy. 


Objectives 


By the conclusion of this module, you will be able to accomplish the following: 


1. Identify and explain factors that organizations should consider when delivering 
compensation on a global scale. 


2. Explain base bay delivery practices in global compensation, including frequency of 
payment, collection of market data and pay progression. 


3. Explain variable pay delivery practices in global compensation and potential issues 
when delivering variable pay on a global scale. 


4. Identify effective practices and compensation challenges that organizations may face 
when conducting business globally. 
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Elements of Compensation 


Fixed Pay Variable Pay 


m Base pay m Incentives 


= Differentials = Bonuses 


m= Recognition 


Elements of Compensation 


Typically, compensation is the first aspect negotiated in the employment relationship that 
calls for the extension of an acceptable monetary reward in return for the time, effort, and 
skill of the employee. 


Compensation can be categorized into the following two elements: 
m Fixed pay is nondiscretionary compensation that does not regularly vary according to 
performance or results achieved. 


¢ Base pay is the fixed compensation paid to an employee for performing specific 
job responsibilities. It is typically paid as a salary, hourly or piece rate. 


¢ Adifferential is compensation paid to accommodate certain working conditions 
(e.g., shift, weekend, holiday, expatriate) 


= Variable pay is compensation that is contingent on discretion, performance or results 
achieved. It may be referred to as “pay at risk.” Much of the innovation in compensation 
is occurring in the variable pay element. Companies are making greater use of variable 
pay programs by expanding them to a significantly broader portion of the workforce than 
they have in the past. 
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Factors to Consider in 
Compensation/Remuneration 


= Alignment 
@ Remuneration, HR and business strategies 
@  Industry/ market practices 
@ Country specifics 


m= Balance of pay elements — fixed/variable 
= Corporate branding 
m Managing growing costs 


m Governance issues 


= Quality management and administrative issues 


Factors to Consider in Compensation/Remuneration 


Compensation is a critical component of total remuneration. Whether compensation is 
used to differentiate an organization from its competitors, seek internal consistency from 
country to country, or drive organizational performance during economic downturns, 
compensation’s role continues to evolve and expand.The approach that an organization 
takes regarding its compensation on a global scale should be guided by a number of 
factors. 


Alignment 


Business strategy and HR strategy — The organization's compensation/ remuneration 
strategy should be aligned with its business and HR strategies. 


@ Industry and market practices — Benchmarking will play a key role in determining 
appropriate pay levels. 


Country specifics (i.e., legal, social, political, economic) — Although some practices 
tend to be homogenized due to globalization, it is still necessary to comply with 
regional requirements and to ensure alignment with local practices. 


Balance of pay elements (fixed and variable) - Compensation is composed of both 
fixed pay and variable pay. The degree to which each is used and the practices used 
may need to be modified by region of operation. 


Corporate branding — Compensation practices may want to attract and retain 
employees whose behaviors and competencies reflect the brand image of the 
organization. 


Managing growing costs — tracking regional trends in salary increase budgets 
Governance issues — country-specific requirements related to corporate governance 


Quality management and administrative issues — centralization vs. decentralization 
in compensation administration 
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FACTORS TO CONSIDER 


Salary Administration — 
Job Evaluation or Leveling 


m= Global approach 
= Mobility 
@ Skilled jobs 


m= Consistent grades 


m Job scope methodology 


Salary Administration — Job Evaluation or Leveling 


When establishing a job hierarchy as part of a global compensation strategy, the 
following questions should be asked: 


= Does a global approach to salary administration really make sense? 


m Is there mobility? What are the functions where mobility is greatest (e.g., college 
graduate level and above)? 


= What skilled jobs are being evaluated? (There is little value in having a global unskilled 
grading structure.) 


m Is it feasible to develop consistent grades at higher levels? If so, it will ease the 
administration of corporate incentives or stock plans. At lower levels, always consider 
the local business case, and do not automatically apply headquarter practices. 


m If similar grade levels are desired, what methodology will translate best between the 
countries of operation (e.g., a job scope methodology)? 


GR7 @ 3.5 


© WorldatWork. All rights reserved. 


FACTORS TO CONSIDER 


Global Compensation Drivers 


Focus on: Focus on: 
Contribution Business strategy 
External equity Internal equity 
(within country) (within business / 
function) 


Market-based pay 


Entrepreneurship Manage costs 


Administration 


Global Compensation Drivers 


The factors that drive global compensation result in a tug of war between the 

corporate desire for consistency and the local demand for pay recognizing contributions 
and country-specific considerations. As a result, global companies can find it very 
challenging to align local compensation programs with business strategy. 
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Base Pay Delivery 


= Definition of base pay varies by country 


m Base pay practices should consider 
differences 


Base Pay Delivery 


The primary focus of the fixed pay component of compensation is base pay. An organization's 
approach to global salary administration will be affected by the legal and cultural differences 
in base pay practices in each area of operation. 


= The definition of base pay varies by country. 


Each country’s definition of base pay may affect certain compensation and benefits 
calculations linked to base pay. Country differences in the base pay definition may 
include: 


= The frequency of monthly salaries paid per year 

= The definition of “bonus” 

= Allowances paid each period (e.g., transportation, meals, telephone) 
a Overtime 

= Differentials 


= Pay practices should take into account differences within each country. Factors 
that affect base pay include: 


# Target base salary — A majority of global companies use the 50" percentile as the 
global target base salary and global target total cash compensation. 


@ Frequency of review 
@ Government mandates 


= Concept of acquired rights — certain remuneration elements may become legal 
protected entitlements. 


= Variable frequency due to 
¢ Inflation 
¢ Government-imposed pay restraint 
¢ COLA plus variable performance-related pay 
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BASE PAY DELIVERY 


Examples of Base Pay Terminology 


m@ India 
# Basic salary 


@ Base salary 


m@ South Africa 


# Nominal/normal package 


Examples of Base Pay Terminology 


Country practices lead to differences in compensation terms. The following are examples 
of differences in base pay terminology: 
= India 

¢ Basic salary — Basic salary may be less than 30% of total cash compensation. 


¢ Base salary/guaranteed cash — Base salary/guaranteed cash is similar to 
total cash compensation in North America, including 12 months of basic salary 
and all other cash allowances paid by the company throughout the year. 
= South Africa 


¢ Nominal/normal package — The nominal package in South Africa is similar to 
total rewards in North America, including base salary and employee benefits. 
It does not, however, include variable pay, such as bonuses or long-term incentives. 
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BASE PAY DELIVERY 


Frequency of Payment — 
Equivalent Monthly Salaries 


France | 
Germany 
Ital 
Japan | 
South Korea 
Malaysia 


Mexico 
Phillippines 
Singapore | 

Thailand | 

United Kingdom | 
United States 
Venezuela | 


Frequency of Payment — Equivalent Monthly Salaries 


Base pay levels need to take into account variations in equivalent monthly salaries. In many 
countries, annual compensation is spread over more than 12 months, reducing actual 
salary payments per month and allowing employees to collect the remainder in periodic 
“bonuses.” It is important to recognize that these bonuses are considered part of base pay 
as opposed to variable pay or pay at risk. 


These differences may affect salary data. Global organizations that include a variable pay 
component in the compensation package will need to ensure that the distinction between 

variable pay and country-specific bonuses is clearly communicated. This is an especially 

important consideration in conducting or analyzing survey data. 
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BASE PAY DELIVERY 


Salary Levels by Country 


m Exchange rate fluctuations 


= Comparative “value” 
@ Effect of Rate of Exchange (ROE) 


m Other conditions affect purchasing power 
@ Taxes 
¢ Cost of living 
@ Local spending patterns 


@ Government services 


Salary Levels by Country 
m= Exchange rates fluctuate. 


Exchange rates provide companies with cost-accounting information that can be used to 
form a common basis for assessing salary levels. Every country is unique and salaries 
between countries are not necessarily uniform in scope, position and compensation. 


m It is not practical to compare “value” of pay between countries by using a common 
currency. 


¢@ Changes in ROE have little effect on the wealth of employees on a local basis, 
despite possible dramatic changes (e.g., devaluation) when evaluated at 
headquarters. 


= Other conditions that have an effect on the purchasing power and standard of living for 
employees vary among countries. Examples include: 


@ Percentage of take-home pay after taxes 
¢ Cost of living 

@ Local spending patterns 

# Level of government services provided 
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BASE PAY DELIVERY 


Global Comparative Principles 


m Job descriptions 

m Job matches 

m Survey sources 

m= Similar geographic markets 


m Averages and target percentiles 


Global Comparative Principles 


The same principles used to determine the value of jobs in the home country can be used 
to determine the value of jobs in other countries. 


m= Establish job descriptions 


¢ Job categories may not be identical between countries; try for the best match in 
descriptions. 


= Establish job matches 
= Identify survey sources 
@ Each country has different market values for jobs, similar industries 


Organizations with centralized global compensation management are more likely 
to use global grades and designated global benchmark companies. 


= Identify similar geographic markets 
¢ Similar markets can be used for comparison. 
= Determine market averages and target percentiles 


@ Skill shortages can result in a pay premium that differs from country to country, 
or industry to industry. 


@ Pay levels can vary across geographic regions just as they do within a country. 
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BASE PAY DELIVERY 


Market Data 


m Scarce availability of data and technology 


m Use caution when comparing data 
@ Consider equivalent monthly salaries 


@ Job matching may not be practiced 


m Some organizations unwilling to participate 
in salary surveys 


m Local management 


m Other sources 


Market Data 
= Scarce availability of data and technology, especially in emerging markets 
m= Use caution when comparing data 


# When comparing international survey data, consider equivalent monthly salaries as 
well as other legally required bonuses, productivity gains, etc. 


@ Local surveys may have different methodologies 
# Some sources may provide incorrect data 
# Job matching may not be practiced in some countries 


Some organizations are unwilling to participate in salary surveys for a variety of 
reasons, including cultural reasons, and a feared lack of privacy. 


Local management may be a key source of data 
¢@ Maintain relationship with local contacts who can work within the bureaucracy 
m= Other sources of data include: 
# Consultants 
# Accountants 
# Custom surveys 
@ Proprietary and sponsored surveys 


# Club surveys (a group of human resources professionals from the same industry 
[may be either a formal or informal group)). 
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BASE PAY DELIVERY 


Global Market Data Sources 


= Sources of information 
@ Global providers 
@ Local surveys 


# Local recruiting experience 


m Evaluating data 


Global Market Data Sources 


Although it is a challenge to obtain quality market data globally, it can be done. Centralized 
organizations are more likely to have designated global benchmark companies. 


= Sources of information 


¢ Global service providers — have experience, technology and resources; data may 
need to be aged 


4 Local survey sources — familiarity, local resources and experience 


¢ Local recruiting experience — specific company experience may provide insights. 
Alternative resource — directional information — where a credible, reliable survey 
source is unavailable. 


= Evaluating the quality of market data 
@ Disclosure — participants, number of responses by incumbent category 


¢ Statistical processes — defensible data collection and processes for statistical 
analysis 


¢ Comparison to prior year — It may be useful to conduct an analysis of last year’s 
survey against the current survey (e.g., benchmark jobs may be consolidated, 
survey companies added/deleted). Check with the survey company for anomalies 
when analyzing data. 


¢ Job descriptions — clearly-written descriptions for benchmark jobs; relevant 
matches to jobs/career levels 


@ Reliability — source has a history; likely to be updated annually 
¢ Local acceptance — local employees accept results as credible 
¢ Representative of relevant labor market — data can be extrapolated to the 


relevant labor market 
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BASE PAY DELIVERY 


Influences on Base Pay Structures 


@ Inflation levels 


= Midpoint progressions 
@ Vary by job level 
@ Vary by labor market 


m Range spreads 


Influences on Base Pay Structures 


Due to country-specific influences, relationships between positions, levels and grades can 
vary dramatically. To control base pay levels, employers need to understand and clearly 
define job responsibilities, to help prevent drift in salary ranges and grades. 


Organizations with a centralized global compensation management structure are more 
likely to use global job grades and/or global job bands. 


= Inflation levels — Historically, the level of inflation has had an impact on the frequency 
of salary reviews. 


= Salary grade/salary midpoint progressions — The salary grade groups jobs of the 
same or similar value. Each salary grade contains a minimum, midpoint and maximum. 
The percent difference between the midpoints of two adjacent grades is known as the 
midpoint progression or differential. Certain factors, such as job level and labor market 
competition can affect the midpoint progression. There may be significant jumps in 
progression in some emerging markets (e.g., administrative grades to professional 
grades) and low progressions in some of the formerly communist countries. Examples 
of midpoint progression include: 


@ United States 12% to 14% 
@ Mexico 15% to 30% 
@ Switzerland 15% to 18% 


m Salary range spreads vary — The difference between the maximum and the minimum 
pay rates in a salary grade is known as the range. The range spread is the difference 
between the maximum and minimum, divided by the minimum. Examples of salary 
range spreads include: 


@ United States/Canada 40% to 50% 


@ Asia 60%+, broadbanding approaches more common 
@ Europe 30% to 50% 
@ Latin America 30% to 60% (50% is the norm) 
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BASE PAY DELIVERY 


Pay Progression 


m= Automatic progression 
m Pay for presence 


m Pay for performance 


Pay Progression 


Base pay increases result from one or more pay progression practices, as described on 
the following pages. 
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BASE PAY DELIVERY — PAY PROGRESSION 


Automatic Progression 


= Centralized vs. decentralized 
wage increases 


m™ Trend away from the practice 
= Most common 

@ Union influence 

@ Seniority premiums 


@ Age progression 


Automatic Progression 

Automatic pay progression links pay increases primarily to some aspect of tenure. 
= Centralized vs. decentralized wage increases 

= Globally, there is a trend away from the practice 


= Most common where there is: 


@ Strong union influence historically: Italy, South Africa, Korea (decreasing but 
still strong), Germany 


# Seniority premiums (France, Japan) 
@ Age progression (in the traditional Japanese culture) 
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BASE PAY DELIVERY — PAY PROGRESSION 


Pay for Presence 


m™ Does not fully reflect job level, 
performance 


m In rapid decline globally 


m May still be found in some 
emerging markets 


Pay for Presence 


A rarely utilized form of pay progression awards increases based primarily on continued 
employment. 


= This approach does not fully reflect job level, performance, etc., and assumes 
a policy of full employment. 


® This approach is in rapid decline as other pay processes, such as pay for 
performance, increase. 


= May still be found in some emerging markets 
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BASE PAY DELIVERY — PAY PROGRESSION 


Pay for Performance 


m Practice spreading throughout the world 
m= Can be affected by level of inflation 


= Definition may vary by region 


Pay for Performance 


Pay for performance links pay (base and/or variable), in whole or in part, to individual, 
group, and/or organizational performance. 


= Practice has been spreading throughout the world 
# Most common at higher levels 
# Becoming more prevalent in lower levels 


Organizations with centralized compensation management structures are more 
likely to have a global approach to performance management 


= Can be affected by the level of inflation 

@ Low inflation 
= Identify key/high performers 
= Allocate funds to only the best 
= Reduce frequency of cycle of increases 
= Better suits individual review cycles 
= Innovative rewards 

@ High inflation 


= Can be a challenge when the merit pay increase is diminished by increases 
in the cost of living 


= Definition may vary by region 
@ France — based on service and performance 
@ Latin America and Singapore — more prevalent in multinational companies 
@ Eastern Europe and China — new concept 
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Variable Pay Delivery 


m Current practices 


= Potential issues 


Variable Pay Delivery 


The concept of pay for performance has been adopted in many countries. But in certain 
countries and regions, the concept of pay for performance is not always fully understood or 
accepted. Still, variable pay is gaining ground as an effective approach to rewarding 
employees (while possibly reducing cost during periods of poor business results). 


= Current practices 


@ Where variable pay practice exists, it tends to focus on middle and executive levels 
of management. Each country has a different approach for target percentages and 
the positions that are included. 


@ Global companies with a standardized compensation strategy generally have 
a uniform approach to short- and long-term incentives for executives/managers. 
Incentive plans for professional class employees tend to be less uniform globally. 


@ Long-term variable pay in the form of stock is usually restricted to executive levels. 


@ Gainsharing programs are not universal in application (e.g., Latin America does not 
traditionally welcome such programs). 


@ Profit-sharing programs have a long history in some countries, (e.g., Mexico and 
France). 


= Potential issues 
@ Avariable pay plan might become a legal entitlement. 


Certain types of plans may be illegal in some countries. 
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VARIABLE PAY DELIVERY 


Sales Compensation — Sample 
Regional Differences 


North | Latin | Australia/ Asia/ 
. New Europe ie 
American | America Pacific 
Zealand 
Base Pay Moderate | Moderate High High High 
Variable Pay High Moderate | Moderate Moderate | Moderate 
Perquisites Low High | Moderate High Moderate 
Percentage of 
variable pay High Moderate | Moderate | Moderate High 
to base 
Ermpnas!s on ae Moderate | Moderate High High Moderate 
Effectiveness 


Sales Compensation 


Global sales compensation programs present many challenges as companies attempt to 
balance global consistency with local customization. These include alignment across sales 
regions and data tracking limitations. The importance of meeting business results and 
having sound metrics for measuring such results is critical to having a solid sales 
compensation program. 
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VARIABLE PAY DELIVERY 


Global Considerations 


= Consider effectiveness, 
desired outcomes 


m Reflect local tax laws 
m Rigorous goal-setting/measurements 


m Pragmatic decision-making process 


Global Considerations 


= Before “exporting” practices, ensure that they can: 
@ Effectively be applied in other countries 
# Generate the desired results in other countries. 


= Design of long-term variable pay should reflect the laws in each country 
to maximize the effectiveness of the benefit and the market competitive practice. 


= Goal-setting and measurements need to be rigorous in design in order to 
ensure that the plan is equitable and legal. 


= A strategy of global application of equity-based rewards needs to reflect 
a pragmatic decision-making process, rather than a broad objective of 
encouraging employee ownership throughout the organization. 


# Challenge whether a strategy of global application is a pragmatic or an 
emotional decision. 


¢ Is there a local business need? 
@ Can local managers articulate and support performance differences? 
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VARIABLE PAY DELIVERY 


Global Equity-Based Rewards 


m Taxation to employee 

m Tax deduction to company 

m Exchange rate fluctuations 

= Local registration of stock 

m Integration with other benefits 


m= Employee understanding 


Global Equity-Based Rewards 


Variable pay programs featuring equity-based rewards, including stock or share option 
plans/schemes and employee stock/share purchase plans, are gaining popularity globally. 
A company contemplating the globalization of an equity-based rewards program should 
consider the following: 


= Taxation to the employee is driven by local legislation but generally the “benefit” is 
imputed as income to the employee and subject to local income and social security tax. 
The benefit can include: 


# Company contribution/allocation 
¢ Discount on purchase price 
@ Dividends payable. 
= Tax deduction to company 
¢ This will vary based on the country, type of plan and local tax laws. 


General principle is that the company will receive a tax deduction if the employee 
is taxed. 


m= Exchange rate fluctuations 


@ The employee is exposed to the risk of both currency and stock market volatility. 
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VARIABLE PAY DELIVERY 


Global Equity-Based Rewards ...cont’d 


= Local registration of stock and labor department reporting 
# Some countries may require stock offerings be registered with the local authorities 
and reported to the labor department. 
m Integration with other benefits 
@ Is the stock plan an add-on benefit or should it be integrated with the company’s 
retirement and savings plan? 
= Employee understanding 


# Employee understanding of equity-based rewards can fluctuate significantly. This 
may result in low participation rates in contributory plans and employees cashing 
out rather than holding company stock/shares. Communication is critical to the 
success of equity-based rewards, particularly broad-based programs. 
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Executive Compensation 


m= Expectations differ at higher levels 


m Each country has its own customs 
in relation to executives 


Executive Compensation 
= Expectations for compensation are different at higher levels 


# Senior executives in some countries may be accustomed to clubs, drivers, security 
personnel, etc. Due to purchasing habits, lifestyle, availability of goods, and taxes, 
a different purchasing power exists from one country to another. 


# Some executives may want to be paid in more secure currencies. 


= Each country has its own customs in relation to executives 
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Effective Global Practices 


m Avoid overcompensating 
# Turnover/golden handcuffs 
¢ Local balance 
@ Local relationships 
@ Affects company’s actions 


@ Local government 


Effective Global Practices 


= Avoid overcompensating — A full analysis is needed to ensure that the implications of 
overcompensation are understood. Overcompensation: 


¢ Affects turnover of staff — It may create golden handcuffs (above-market 
compensation) that can trap poor performers and afew internal progression due to 
low turnover. efwA? 


Upsets the local economic balance 
Affects local company relationships 
Affects the company’s actions in its role of “corporate citizen” 


e¢?ehU OH hUO 


May cause distrust among local governments and authorities 


Has your organization had any of these experiences? 
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Compensation Challenges 


= Globalization of compensation 
m Availability of data 

m Variable pay 

m Global equity 


m Executive compensation 


Compensation Challenges 


Compensation challenges will follow a similar pattern as organizations expand their 
operations globally, especially since the specifics will vary from region to region, and 
country to country. 


Globalization of compensation — A consistent global package may be unattainable. 
For companies new to the global market, modifications by countries likely will be 
necessary. 


Availability of data — The compensation field is heavily data-driven. Market data may 
not be readily available to support a market pricing strategy worldwide. 


Variable pay — The level of risk acceptance varies globally, limiting the effectiveness of 
global variable pay programs. 


Global equity — Owning stock in companies is illegal in some countries. The benefit of 
employee ownership must be weighed against the costs and constraints of complying 
with different countries’ securities laws. 


Executive compensation — Senior executives are far more highly compensated in 
some countries than in others. 
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Case Study 


Globalwish in India 


Imogene learned that India is doing some of the best programming at the lowest cost in the 
world. Believing that Globalwish should not miss a great opportunity she went to Delhi and 
several other cities in the region to investigate. 


In Bombay, Imogene negotiated an agreement with Ashok Nehru, an Indian entrepreneur, 
to set up a joint venture that will be called South Asia Globalwish. Starting next year, 
Imogene estimates that 75 percent of the programming now done in Massachusetts 

will be contracted out to a joint venture in India. Nehru will put up most of the money for 

a 60 percent equity in the joint venture. His son, Mike (Oxford 92, Harvard MBA '96), will 
manage the business. Globalwish will supply the technology for a 40 percent equity in the 
venture. Imogene wants your comments and recommendations on the following: 


1: 


Should we be concerned about an employment ad that appeared in the Bombay 
Chronicle that reads as follows: “Ashok Nehru Enterprises seeks male, age 35 or 
younger, university graduate, to be chief accountant of a new venture in Hyderabad.” 
Is this ad an issue? If so, how do we address it? What role, if any, should we play in 
the human resources practices of this joint venture? 


An article in the Chronicle described how one of Nehru’s companies was cited for 
paying “slave wages” to its workers and was a prime target of the most powerful union 
in India. Is this a problem? If so, how do we deal with it? 


Mike Nehru said that he would like to send four of his associates to the United States 
for a year to learn programming the “Globalwish way.” He is concerned that they might 
find life too pleasant in New England and demand much higher salaries when they 
return to India — if they don’t try to get green cards in the meantime and stay in the 
United States. Should we take Mike’s concerns into consideration while designing his 
associates’ compensation while in the United States? If so, how? 


Imogene maintained that Globalwish’s stock option program is its primary reason for 
success in North America: All employees in North America receive options equal 

to 25 percent of annual salary. Mike said that he wants Globalwish options (equal to 
50 percent of his salary), but “there is no way that any options can be granted to any 
of my employees.” What would you propose to Imogene and Mike? 
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_ Can You? 


Identify and explain factors that organizations should 
consider when delivering compensation on a global scale. 


Explain base bay delivery practices in global 
compensation, including frequency of payment, 
collection of market data and pay progression. 


Explain variable pay delivery practices in global 
compensation and potential issues when delivering 
variable pay on a global scale. 


Identify effective practices and compensation challenges 
that organizations may face when conducting business 
globally. 
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Module Quiz 


1. Which of the following is most accurate regarding the delivery of compensation on 
a global scale? 


A. The organization’s compensation strategy should align with its business and 
HR strategies. 


B. Benchmarking does not play a major role in determining appropriate pay levels 
outside of the home country. 


C. The balance of pay elements (base pay and variable pay) should be relatively 
equal for each area of operation. 


2. In which situation is automatic pay progression most common? 
A. When inflationislow {¥> 
B. When strong union influence exists 
C. When tax laws favor deferred pay 
D. When more high salary positions exist 


3. What is one of the main problems associated with overcompensating local nationals 
in host countries? 


A. Overcompensation may affect the local economic balance. 
B. High tax rates will absorb most of the additional compensation. 
C. Overcompensation becomes an acquired right that cannot be removed. 
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(blank) 
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Global Benefits 
Practices 


WorldatWork D 
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Module 4 


Global Benefits Practices 


Introduction 


As with compensation practices, benefits practices vary from country to country. Because 
many benefits are either mandated or provided by government, an assessment of benefits 
practices in other countries must include a look at both government-mandated programs as 
well as company-provided programs. 


Many of the differences in benefits practices relate to the extent of governments’ 
involvement in providing retirement and medical security to its citizens. In some countries, 
the influence of government is pronounced, with the government taking an active role in 
providing these services. In other countries, individuals and their employers have the 
primary responsibility. Consequently, the level of benefits provided by employers 
(nonstatutory benefits) often is directly related to the level provided by or mandated by the 
government (statutory benefits). 


The role of HR in global benefits is to provide benefits in the regions of operation that are 
competitive with local levels without duplicating coverage already extended through other 
sources. 


ates! A Cu po 
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By the conclusion of this modile, you will be able jo accomplish the folowing: 
1. Identify and explain influences on, and components of, a global benefits strategy. 


2. Distinguish between statutory and nonstatutory benefits including social security, 
health care, retirement plans and other benefits. 


Describe the selection of benefits service providers. 


4. Describe how to evaluate the cost and financial impact of benefits programs. 
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Benefits 


@ Health plans 


m Retirement plans 


m Pay for time not worked 


Benefits 


Benefits are the second component of the total rewards model. Benefits includes health 
plans, retirement plans and programs providing pay for time not worked. Over time, 
employee benefits have evolved from basic “fringe benefits” of insurance coverage anda 
few perquisites to a wide range of benefits to strike a balance between an employee’s 


personal and professional life. 
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BENEFITS 


Elements of Benefits 


m Income protection programs 


@ Mandatory 


# Nonmandatory 


m Pay-for-time-not-worked programs 


@ At work 
@ Not at work 


Elements of Benefits 


Benefits programs may be categorized into the following two elements: 


Income protection programs — designed to protect the standard of living of the 
employee and his or her family 


# Mandatory — required by law to cover employees for 


Unemployment 
Workers’ compensation 
Social security 
Disability 


@ Nonmandatory or voluntary — at the discretion of the employer 


Medical 

Dental 

Prescription 

Flexible spending accounts 
Mental health 


Vision plans 
Survivor benefits 
Disability 
Retirement plans 


Pay-for-time-not-worked programs — designed to protect the employee’s income flow 
during certain periods when the employee is not working. 


@ At work (breaks, celebrations, travel time, etc.) 


@ Not at work (vacations, disability, etc.) 
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Why Globalize Benefits? 


m Ensure compliance with corporate 
m Reinforce desired messages 


m Create and exploit economies of scale 


Why Globalize Benefits? 


After defining what operating globally means to the organization, another critical 
question to answer is why would you want to deliver benefits globally? Responses 
that organizations typically provide include: 


= Ensure compliance with corporate — a desire to better influence or exercise control 
over and ensure corporate reputation is maintained through compliance with corporate 
objectives and mandates 


= Reinforce desired messages — an effort to reinforce desired messages (e.g., vision, 
mission, values, etc.) through compensation and benefits programs. 


= Create and exploit economies of scale — a plan to create and exploit economies of 
scale in compensation and benefits via international pooling. This will be discussed in 
greater detail later in this course. 
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Influences on Global Benefits — 
Internal Influences 


m™ Business strategy 


= Company/organizational culture 


™ Costs/resource availability 


Influences on Global Benefits — Internal Influences 
= Business strategy — The benefits strategy should be designed to support the business 
strategy. 


= Company/organizational culture — The organizational culture consists of the beliefs 
and values of employees in the organization about workplace behavior, business and 
employee management. A total rewards package may get job candidates “in the door,” 
but culture often is what keeps them there (or drives them away). 


= Costs/resource availability — Budgetary considerations and available financial 
resources, as well as labor and other resources, lay a significant role in the impact of an 
organization’s total rewards strategy and ultimately its program design. 
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INFLUENCES ON GLOBAL BENEFITS 


Influences on Global Benefits — 
External Influences 


= Competition 


m Legal/regulatory 


@ Local groups that must be considered 
= Work councils 
a Unions 
= Trustees 


= Benefits taxation 


Influences on Global Benefits — External Influences 


= Competition — Competitive practices may result in richer benefits programs in some 
regions. Information on regional practices and benchmarking on competitor's benefits will 
provide valuable information for regional benefits design. 


= Legal/regulatory — The degree of complexity of each country’s laws will vary. 
Legislation in emerging economies may not be as complex as in established economies, 
although compliance may present challenges if requirements are not well defined. 
Although there may be regional similarities, labor laws, tax laws and statutory 
requirements must be identified by country. 
¢ Local groups/stakeholders — In managing global benefits programs, there are a 
number of local groups that must be dealt with when designing and delivering 
benefits. They include: 
= Works councils — These councils often have to be consulted (or advised) on 
matters affecting employees. A revision to a benefit plan often is an example of 
a matter that may need to be presented to a works council. In certain 
circumstances it will require works council approval. 


= Unions — In some countries, benefits are a labor issue and involve negotiations 
with unions. 


= Trustees — Trustees are appointed to administer the pension funds in various 
countries. The responsibilities and duties of trustees vary based on local trust 
and pension laws, but as a general rule they act to ensure that the company 
and members fulfill their obligations as detailed in the trust document. 
= Benefits taxation affects: 
@ Benefits levels through the imposition of benefits limits 
@ The source of benefits (e.g., directly from company or through a pension fund) 


# The employee/company cost sharing basis 
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INFLUENCES ON GLOBAL BENEFITS 


External Influences 


m More pronounced in benefits 


= Warrants careful consideration 


External Influences 


= More pronounced in benefits — Although total rewards are influenced by many factors, 
the effect of external influences, such as legal, regulatory, tax and accounting practices, 
often more pronounced in benefits. 


= Warrants careful consideration — Because of the significant effect of external 
influences on benefits, careful understanding and consideration of these influences on a 
country-by-country basis is warranted. 
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INFLUENCES ON GLOBAL BENEFITS 


Culture and Values 


m Understanding is key to success 


@ Influence on total rewards 
design process 


Culture and Values 


= Understanding is key to success — With respect to global rewards, a clear 
understanding of culture is perhaps the primary key to success. Although other factors 
play a role, the ability to develop and deploy effective rewards programs is strongly 
influenced by culture. 


= Influence on total rewards design process — To guide the company’s rewards 
practices in the global market, human resources must be well versed in the cultures of 
the countries in which the company operates. This involves a solid comprehension of the 
reasons employees in a region may act (or react) in a particular manner, often 
attributable to cultural differences. 
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INFLUENCES ON GLOBAL BENEFITS 


Social Issues 


m Prevalence of certain illnesses may affect: 
# Employment 

Benefits practices 

Staffing needs 


Cost/ availability of insurance 


4 
4 
4 
4 


Life expectancies 


m Examples 


Social Issues 


m= The prevalence of certain illnesses (such as HIV, malaria, tuberculosis, etc.) in 
different regions may affect: ; 


@ Employment 
# Benefits practices 
@ Staffing needs 
¢ Cost/availability of health and life insurance 
@ Percent of employees that reach retirement age. 
= Examples of social issues affecting benefits delivery: 
¢ Illness 
@ War/terrorism 
¢ Political climate — government programs bankrupt, what do companies do? 


# Economic climate — Political instability can greatly affect the job market and 
available jobs and reward packages. 
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Global Benefits Strategy — 
Benefits Policy Statement 


Policy objectives 

Range of benefits 

Total rewards/remuneration mix 
Cost sharing basis 

Approach to employee choice 
Cost parameters 


Competitive position 


Global Benefits Strategy — Benefits Policy Statement 


A written benefits policy statement guides program design and aligns the organization's 
global programs with the same shared objectives. A benefits policy statement may be 
structured in a number of ways. Some common elements found in a global benefits policy 
statement include: 


= Policy objectives, such as “Encourage employee risk- and reward-sharing” 
or “Reward long-service employees” 


= Range of benefits provided 

Examples: retirement, stock 

Total rewards/remuneration mix 

Employer/employee cost-sharing basis 

Employee choice in terms of types and level of benefits 


Company cost parameters, including constraints and opportunities 


Competitive position, including a clearly defined comparison group 


GR7 m 4.11 


© WorldatWork. All rights reserved. 


Global Benefits Strategy — 
Benefits Policy Statement ...conta 


Geographical and business cycle differences 
Discrimination policy 

Financing criteria 

Actuarial guidelines 

Insurance vehicles 

Employee communications policy 


Allocation of responsibilities 


Approval process for changes 


Global Benefits Strategy — Benefits Policy Statement ...cont'd 
Additional components of a global benefits policy statement: 
= Differences based on geography, lines of business and stage of business development 
= Discrimination policy 
Financing criteria 


Actuarial guidelines 


Employee communications policy 


= 
rT 

m Insurance vehicles 
= 

m Responsibilities of local, regional and corporate management 
rT 


Approval process for changes in benefits programs 
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GLOBAL BENEFITS STRATEGY 


Global Benefits Management 


m= Alignment with benefits policy 


m Issues 
# Cost 
# Legal compliance 
= Electronic administration 


= Data privacy 


Global Benefits Management 
Considerations in global benefits management: 


= Alignment with benefits policy — Global communications and the mobility of the 
workforce can make differences between benefits in different countries more transparent 
to employees. Because of this, the global benefits policy statement should be the 
guiding force behind individual benefits plan decisions. Although plans may vary in 
different countries, they should be consistent in their alignment with the organization's 
benefits policy. 


m@ Issues 


@ Cost — In many cases, organizations can manage costs through a centralized 
approach, using multinational pooling and global service providers when possible 
to achieve economies of scale. 


¢ Legal compliance — Organizations must pay close attention to legal requirements 
concerning electronic administration and data privacy. 


= Electronic administration — use only secure, password protected websites 
¢ Enrollments 
¢ Payroll authorization 
¢ Legality of electronic signatures 
= Data privacy 
¢ Data privacy waiver — must provide employees’ unambiguous consent 
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GLOBAL BENEFITS STRATEGY 


Continuum of Level of 
Headquarters Involvement 


Decentralized Centralized 
Management Management 


Partially 
Centralized 
Management 


Continuum of Level of Headquarters Involvement 
= Decentralized management 


Headquarters staff: 
@ Have little or no knowledge of local plan design, expensing or funding practices 
@ Have not developed worldwide guidelines 


¢ Do not question the methods or assumptions used by local operations to produce 
figures for the consolidated accounts. 


= Partially centralized management 


Headquarters staff: 


@ Have some knowledge of and may review and approve some parts of local plan 
design and financial practices 


@ May have worldwide guidelines on funding, expensing and design issues 


@ May review and approve the choice of local actuaries, consultants and work with 
them to produce consistent figures for accounts or may request only to be informed. 


= Centralized management 


Headquarters staff: 


Coordinate compensation and benefits plans worldwide, ensuring that coverage, 
funding and competitive position meet corporate objectives 


@ Have in-depth and up-to-date knowledge of local compensation and benefit 
coverages and costs 


# Review and influence local plan design 


ad 


Monitor local expensing and funding practices 
@ Set the method for calculating initial and emerging costs for international accounts. 
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GLOBAL BENEFITS STRATEGY 


Delivering Benefits Globally 


m™ Government programs 


# Social security 


@ Workers’ compensation 


= Company programs 
# Complement mandatory programs 


# Enhance total remuneration package 


Delivering Benefits Globally 


A systematic approach to global benefits program design begins with a needs assessment. 
After developing a benefits strategy and identifying internal and external influences, 
human resources must assess each benefits component individually by country. 


= Government programs — Programs, such as social security, 
employment/unemployment, workers’ compensation, mandated time off and other 
requirements must be identified. 


= Company programs — Once human resources identifies the benefits programs 
mandated by country, additional programs are designed and implemented to 
complement mandatory programs and enhance the total remuneration package. 
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Statutory and Nonstatutory Benefits 


m Statutory benefits 
@ Government-mandated 


# May include social security, unemployment, 
workers’ compensation, mandated time off 


¢ Allocation of funding and resources vary by country 


= Nonstatutory benefits 
@ Company-provided 
@ Supplement statutory programs 


@ Are influenced by corporate objectives, competitive 
practices and limitations of statutory programs 


m Varies by country 


Statutory and Nonstatutory Benefits 


= Statutory benefits — Statutory benefits programs present a challenge due to the degree 
of complexity of many countries’ laws. Labor laws, tax laws and statutory requirements 
must be identified and met. 


@ Government-mandated 


@ May include social security, unemployment, workers’ compensation, mandated 
time off 


¢ Allocation of funding and resources vary by country 


= Nonstatutory benefits — Nonstatutory benefits programs present their own set of 
challenges, in both the determination of appropriate benefit levels and alignment with 
local practices. 


# Company-provided 
¢ Supplement statutory programs 


@ Are influenced by corporate objectives, competitive practices and limitations of 
statutory programs 


m Varies by country — It is worth noting that benefits that may be provided by employers 
(nonstatutory) in one country may be provided or mandated through government 
programs (statutory) in another. Additionally, employees may place higher or lower 
value on certain benefits in different countries. 
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Social Security 


m= More than just retirement 


= Company programs 
¢ Integration with 
@ In addition to 


Social Security 


Demographic changes threaten the solvency of pension programs across the world’s 
industrialized countries in the coming decades. Many studies predict slow economic growth, 
labor shortages and increasing social security costs in several key industrialized countries. 


= Social security is not just retirement; programs may include: 
# Retirement benefits 

Spouse’s benefits 

Worker’s compensation 

Disability benefits 

Medical benefits 


Other benefits 


| i A A a 


a Family allowance 
= Birth and death grants. 
= Company programs 


@ The integration of company benefits with social security and other mandatory 
benefits influences plan design. 


# In some cases, company plans are in addition to social security. In Australia, lump- 
sum death and disability benefits of up to seven times annual salary are payable in 
addition to social security. 


# Some company plans replace social security. Supplementary medical coverage in 
Brazil involves use of private rather than government facilities with no social security 
subsidy or offset. 
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SOCIAL SECURITY 


Financing of Social Security 


Pay-as- Mandatory 
you-go with funding in 
contracting- government 

out option fund 


Mandatory Mandatory 
funding in company 
private fund plans 


> @ 


Singapore 


indi Australia 


Canada 


Financing of Social Security 


Social security is financed in a variety of ways around the world. The traditional financing 
method has been a pay-as-you-go approach. A trend is to fund programs via a privatized 
plan (e.g., Chile, Singapore). As a result of the experience in these countries, there is a 
movement in some countries to privatize social security and move to a partially or fully 
funded financing approach. For those with a “pay-as-you-go” system (e.g. today’s 
contributors pay today’s benefits), the aging of the population is placing greater pressure 
on younger generations to fund programs, especially since there are overall fewer entrants 
into the workforce. 


Alternate sources of financing social security benefits include: 


m™ Pay-as-you-go — In Europe, the United States and Japan, social security is financed on 
a pay-as-you-go basis. 


m= Pay-as-you-go with contracting-out option — Some governments, such as the U.K., 
allow companies and/or individual employees to opt out of social security and provide 
the benefits through the private sector. 


= Mandatory funding in government fund — Programs in some countries are funded, 
similar to a privatized model, but the fund is government-controlled (e.g., Singapore 
and India). 
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SOCIAL SECURITY 


Financing of Social Security ...cont’d 
= Mandatory funding in private fund — A model for social security privatization is the 
Chilean model that allows for the total outsourcing of the benefit into the private sector. 
@ Employees automatically pay 10% of salary, up to an annual income limit, to an 
investment institution of their choice. 
@ Employees may contribute an additional 10% of their monthly income. Contributions 
are tax deductible. 
@ At retirement, the accumulation in an individual employee’s account is used to 
purchase an annuity in the competitive annuity marketplace. 


= Mandatory company plans -— Finally, some countries simply mandate that companies 
provide social security benefits for employees through a company fund. 
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Health Care Benefits 


Medical 


ff Behavioral health 


Prescription drug 


Dental 


Vision 


Long-term care 


Health Care Benefits 
= Health care benefits may include: 
@ Medical 


= Covers items such as medical, surgical, hospital, prescription drugs, office 
visits, lab, x-rays and similar medical expenses 


¢ Behavior health 
= Covers mental health and chemical dependency treatment 


= Types of plans are similar to medical and may include employee assistance 
programs 


@ Prescription drug 
= May be covered separately from the medical plan 
¢ Dental 


= Covers preventive, minor/basic restorative, major restorative and orthodontic 
expenses 


@ Vision 
= Covers exams, lenses, frames and contact lenses 


@ Long-term care 
= Covers expenses related to care for people not able to perform normal 
activities of daily living 


Typically, employees view medical and prescription drug plans 


as the most important benefits but they are often the most costly. 
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HEALTH CARE BENEFITS 


-—— 


Health Care Benefits — 
Medical Plan Types 


* Indemnity 
* PPO 


Health Care Benefits — Medical Plan Types 


The types of medical plans that will be discussed are listed here. Please note that these 
plans have progressed and evolved over the years. 


= Indemnity — traditional insurance 


= PPO (preferred provider organization) — may also be referred to as a “network” plan 
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Indemnity vs. Managed Care 


Preferred Provider — 


®@ Involves an arrangement 
between insurer and 
selected network of 

providers 


Reimburses for medical 
expenses regardless 
who provides the service 


Offers policyholders 
significant financial 
incentives to use 
providers in network 


Indemnity vs. Managed Care 


= Indemnity plans 
# Reimburses for medical expenses regardless who provides the service 


= Preferred provider 
¢ Involves an arrangement between insurer and selected network of providers 
Offers policyholders significant financial incentives to use providers in network 
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HEALTH CARE BENEFITS 


Typical Medical Plan Terms 


Deductible 

Co-pay 

Co-insurance 
Out-of-pocket limits 
Lifetime maximum benefits 


In-network 


Out-of-network 


Typical Medical Plan Terms 


Before discussing the different types of medical plans, it’s important to understand 
frequently used terminology for these types of plans. 


Deductible — amount paid by the plan participant for covered expenses in a group 
medical plan before the plan pays benefits 


Co-pay — a cost-sharing arrangement under a health plan in which the plan participant 
pays a specified charge for a specified service, usually at the time of service 


Co-insurance — percent’of covered expense paid by the plan participant versus paid by 
the benefits plan (e.g., plan pays 80 percent co-insurance for hospital expenses, and the 
employee pays 20 percent co-insurance) 


Out-of-pocket limits — maximum amount of covered medical and surgical expenses the 
employee and their dependents are responsible for each year 


Lifetime maximum benefits — amount the plan will pay in benefits for each covered 
person in a lifetime 


In-network — option for plan participant to utilize providers who have agreed to provide 
services at a set rate. Health plans negotiate reimbursement fees with the providers. 


Out-of-network — option for plan participant to utilize providers who have not agreed to 
provide services at a set rate. Typically, amounts charged by physicians and hospitals 
are higher and plan participants pay higher deductibles, co-payments and co-insurance. 
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HEALTH CARE BENEFITS 


Health and Wellness Programs 


@ Health risk assessment 


m Behavioral change solutions 


Health and Wellness Programs 


As employers explore ways to cut costs and achieve optimal health for their employees 
and their families, an increasing number of employers are offering programs that promote 
wellness and healthy living habits. 


= Health risk assessment — Some companies use the health risk assessment as an 
initial screening to determine if a wellness program is necessary. Other organizations 
use the health risk assessment at the beginning of a wellness program to establish a 
baseline so the success of various interventions can be measured over time through 
periodic reassessment. 


= Behavioral change solutions — Behavioral change solutions include programs 
designed to get individuals to actively participate in their own health and wellness, 
such as: 


4 


oe-etehU tlh Oo OO 


Weight control programs 

Nutritional counseling 

Health and lifestyle coaching 

Stress management programs including yoga and massage therapy 
Exercise and fitness programs such as walking clubs 


Smoking cessation programs 
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Dental Plans 


m= Not universally offered 
m™ Services that may be covered 
(with various levels of protection or service) 
# Preventive /diagnostic 
# Basic/ minor restorative 
@ Major restorative 
@ Orthodontics 


= Deductible applies to basic, major and 
orthodontic procedures 


Dental Plans 
= Not universally offered 


= Services that may be covered (with various levels of protection or service) — 
Dental plans usually are categorized into four general expense groupings for plan 
design purposes: 
# Preventive/diagnostic — includes exams, x-rays, cleanings and fluoride treatment 
# Basic/minor restorative — includes fillings, root canals and periodontal 
@ Major restorative — includes crowns, bridges and dentures 
@ Orthodontics — includes braces and other appliances 


= Deductible applies to basic, major and orthodontic procedures 
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m= Funding considerations 
@ Size of population 
Type of benefit 
Benefit levels and deductibles 
Tariffs and cartels 
Legislation 
Taxation 


Indexation of benefits in payment 


Funding Health Care Plans 


The following may affect the funding requirements for global health and welfare 
benefits: 


= Funding considerations 
¢ Size of population 
m Affects volatility of claims 
= The larger the group, the less the need for insurance. 
@ Type of benefit 
= Claims volatility is different for life and medical. 
¢ Benefit levels and deductibles 
= Affects volatility of claims 
@ Tariffs and cartels 


= Tariffs and the presence of insurance cartels may result in higher front-end 
premium rates. 


¢ Legislation 


= Local authorities may mandate the use of insurance or limit the level of self- 
insurance. 


¢ Taxation 

= Influences the source of the benefit 

= Ensures that the benefit receives preferential tax treatment 
¢ Indexation of benefits in payment 

a Increasing trend that results in increasing expense 


GR7 @ 4.26 


© WorldatWork. All rights reserved. 


HEALTH CARE PLANS 


Funding Alternatives 


m@ Fully insured 


m@ Self-insured 


Funding Alternatives 
Health and welfare benefits generally are funded in one of two ways: 


m= Fully insured 


¢ Nonparticipating insurance contracts involve no financial participation in the overall 
experience of the insurance companies’ portfolio of business. 


# Community rated allows for the net premiums to reflect the overall experience of the 
insurer’s portfolio. 


@ Experience rated allows for the net premiums to reflect the actual experience of the 
client. 
= Self-insured 
@ Fully or partly 
# With or without stop loss 


= Under a self-funded plan, the employer is responsible for funding payments 
required to pay plan benefits. Stop loss insurance coverage can be obtained to 
limit the potential liability of the employer, thereby minimizing the effect of any 
large claim or claims on the fiscal integrity of the plan. 


@ Administration may be handled internally or via third-party administrator. 
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HEALTH CARE PLANS 


Multinational Pooling 


Local insurance contracts 


Insurance networks 
@ Multinational 
@ Alliance 


# Consortium 
Reasons for pooling 
What pooling does not do 
Poolable coverages 


Implementing a pool 


Multinational Pooling 


= Local insurance contracts — Multinational pooling is an agreement between a company 
and an insurance network that groups together local insurance contracts’of the 
company’s subsidiaries under one financial arrangement: 


= The insurance networks can be any of the following: 
@ A multinational insurance company with offices or associate members in most of the 
major countries around the world 
# Aconsortium of independent companies operating under a reinsurance 
arrangement 


= Reasons for pooling 
@ Financial savings from experience rating, enhanced investment return and reduction 
in risk charges 
@ Improved financial information 
= The networks prepare annual reports detailing the financial experience of each 
contract as well as the overall experience. 
@ Greater influence with local insurers 
= The size of the global contract can improve the flexibility of local insurers. 
@ Improved underwriting terms 
= The size of the global contract can be used to determine the underwriting 
requirements in each country. 
@ Eases international transfer problems 
= The networks will allow for the automatic continuation of coverage on the 
current terms. 
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HEALTH CARE PLANS 


Multinational Pooling ...cont’d 
= What pooling does not do 
@ It is not applicable in every situation 


= The local insurance market may be sufficiently competitive that no margins are 
available for pooling. 


= If the long-term claims experience is poor, then including it in the pool will have 
a negative impact on the overall claims experience. 


= The local contract terms may already allow for full experience rating. 
¢ Affect the local program design 


= Multinational pooling is purely a financial strategy and should not affect the 
benefit design. 


# Guarantee savings 
= The actual savings will largely depend on the actual claims experience. 
¢ Avoid potential implementation problems 
= Local contracts will often need to be moved to the network insurer. 
= Poolable coverages 
¢ All insured risk programs including: 
= Medical 
= Life 
= Accidental death and disability 
Disability 
= Insured retirement programs. 


= Implementing a pool 
@ A description of the process is included in the Appendix. 


# The number of multinational pools is a major decision factor and will vary by 
company, reflecting different philosophies. 


¢ Typically, there are different pools in the various geographic regions. 
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HEALTH CARE PLANS 


The Multinational Account — Example 


Total — Total — 
Without ‘With 
Beigium France Australia rmany | Pooling ae 


Life, Medical Life, Disability, Life and 


Coverage | and Pension —_—_ and Medical __ Disability | Life i 
Lives Covered | 50 100 (oo 1,140 1,140 
Annual Premium 100,000 / 61,000 20,000 150,000 | 331,000 - 331,000 
{ { 3 
Investment Income | 4,400 660 1,100 ~=——-6,900 | 13,060 15,200 
Total Inflow 104,400 61,660 21,100 | 156,900 | 344,060 346,200 
Claims and Annuity | 60,000 | 29,300 | 18,000 |§ 105,000 212,300 212,300 
Payments | | | | : 
Reserve Adjustment i 0 i 0 0 | ) 0 0 
Administration andRisk 22,000 12,000 4,200 | 1,300 | 39,500 33,400 
Commissions & Taxes ———2,,500 0 1,340 = «6,000 = 9,840 ~— 9,840 
Paid by insurer i : i : 
Local Dividend | i) | 0 | 0 | 30,000 30,000 30,000 
Insurers Retention 19,900 = =. 20,360 «S—s«(2,440) «= 14,600 | 52,420 * 
Total Outflow | 104,400 =—«61,660 © s21,100 156,900 | 344,060 285,540 
Multinational Dividend or / i 0 


60,660 
Savings i 


The Multinational Account — Example 


This is an example of a hypothetical pool including four countries and a variety of 
coverages. 


The insurer's retention or “profit margin” represents the amount given up by the insurer to 
acquire the employer’s entire poolable business. 


* Multinational Dividend = Financial Savings = 18% of Premium 
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Retirement Benefits 


= Common challenges 


# Changing demographics 
@ Government involvement 
@ Benefits delivery 

@ Plan performance 


@ Emerging issues 


Retirement Benefits 


Implementation of a global retirement benefits program involves many challenges. 
Factors such as pension liabilities, portability issues, international assignments, 
and tax and accounting requirements all affect retirement plan decisions. 


= Common challenges 
@ Changing demographics 
= Financial stresses 


= Historically, retirees in some countries (e.g., Japan) often lived with their 
children. As this practice diminishes, the countries’ relatively modest public and 
private pensions may prove inadequate for future retirees. 


= In countries that have had generous statutory pension schemes (e.g, Germany, 
Italy), the aging of the population will place an increasing strain on pay-as-you- 
go systems as the ratio of working adults to retired adults decreases. 


@ Government involvement — Governments have been taking an increasing role in 
the financial aspects of retirement by passing additional legislation regulating plans. 
At the same time, government retirement programs are recognizing the same 
financial issues as employer-sponsored and private plans, resulting in the 
increasing likelihood that employers and individuals will bear more of the burden for 
retirement obligations over time. 


@ Benefits delivery — A “one-size-fits-all” approach is unlikely to work with a global 
labor force. Additionally, administrative issues may delay implementation in some 
remote regions. 
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Retirement Benefits ...cont’d 


= Common challenges ...cont’d 

@ Plan performance — In countries that have adopted defined contribution 
approaches to statutory pensions (e.g., Chile), there is a concern that insufficient 
investment performance may cause some demand for a return to the relative 
security of defined benefit-type statutory pension schemes. 

@ Emerging issues 

= Retirement is problematic in emerging markets. Lump sums are preferred over 
annuities. Interest in retirement programs is increasing. 


= There is a general transition from traditional pension providers to investment 
trust houses/mutual fund managers. 


= Pension liabilities can increase dramatically in times of financial turmoil. 


= Cost of retiree medical can be very difficult to plan because of an environment 
that includes changes to government- and employer-provided benefits, rising 
medical costs and uncertainty about individuals’ longevity. 
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Retirement Benefits 


m Savings plans 


m= DB plans 
m DC plans 


Retirement Benefits ...cont’d 


Retirement benefits, like health benefits, are provided by both government programs 
and company programs. In some countries, retirement programs are quite substantial. 
In others, they may be virtually nonexistent. Programs may be influenced by local 
collective bargaining agreements. Potential program variations include: 


= Savings plans with no company-paid retirement or match 


= Defined benefit (DB) plans that may require employee contributions. A DB plan is 
any retirement plan that provides for future income and is not an individual account plan. 
It is a pension plan that specifies the benefits, or the methods of determining the 
benefits, but not the level or rate of contribution. 


= Defined contribution (DC) plans with employee and/or employer contributions. A 
DC plan is any retirement plan that provides for future income from an individual account 
for each participant with benefits based solely on (1) the amount contributed to the 
participant’s account plus (2) any income, expenses, gains and losses, and forfeitures of 
accounts of other participants that may be allocated to the participant's account. 
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RETIREMENT BENEFITS 


DB and DC Plans 


Defined 
_ Contribution 
Simple to understand; 


__ inflation; benefit perceived value for 
known in advance _ short service 


Risk on employee; 
benefit unknown until 
retirement 


DB and DC Plans 


Global retirement plans may not be pure versions of defined benefit or defined 
contribution, but may be a hybrid of the two approaches, depending on the tax laws 
and practices in different regions. The decision of which plan to offer is a function of 
several factors, including company size, culture, stage in the business life cycle, 
financial condition and competitive factors. 


= Defined benefit 


¢ Advantages 
= Under a final average pay plan, the benefit increases with salary increases, 
typically keeping pace with inflation during the period of employment. 
= The benefit is understood in advance, as a percentage of salary. 
@ Disadvantages 
= Lack of portability (excluding certain hybrid plans) 
= There typically is a lower benefit for shorter service. 
= Defined contribution 
¢ Advantages 
= Easy for employees to understand 
= Better “value” benefit for employees with short service 
¢ Disadvantages 
= Greater risk to employee resulting from inflation or poor investment 
performance 
= No target benefit at retirement 
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RETIREMENT BENEFITS 


Sources of Retirement Benefits 


m= Government programs 
@ Social security 
@ Mandatory requirements 


@ Vary by income level and country 


= Company programs 
@ May reduce government benefits 


# Design should consider eligibility for 
government plans 


# Many program types used globally (DB and DC) 


= 


Sources of Retirement Benefits 


= Government programs — An initial assessment of retirement programs by country 
will include statutory social security programs that pay benefits upon retirement, 
death or disability. Additionally, there may be mandatory requirements exclusive of 
social programs. Common program features include varying benefits by income level 
and maximum benefits. Government programs and corresponding procedures and 
coverage vary by country. Formulas for determining retirement benefits differ from 
country to country. 


= Company programs — Company-sponsored retirement benefits present challenges in 
both the determination of appropriate benefit levels and alignment with local practices. 


@ Some government programs may reduce benefits when coverage is provided by 
company plans. 
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RETIREMENT BENEFITS 


Sources of Retirement Benefits ...cont’d 


= Company programs ...cont’d 


# Company plan design should consider eligibility for social security and other 
mandatory benefits, the effect of other governmental restrictions (e.g., tax 
treatment), competitive practices, union/work council directives, cost and 
business need. 

@ Defined benefit and defined contribution plans are used globally. 

¢ Various hybrid approaches combine elements of defined benefit and defined 
contribution plans (i.e., cash balance, pension equity). 

= For example, the Swiss government requires companies to provide 
a retirement plan with a defined contribution minimum basis but with 
a specified rate of investment return. 
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Contributions 


m Employee contributions 


@ Pre-tax 
@ Post-tax 
@ Catch-up 


m Employer contributions 


Contributions 


= Employee contributions — may be voluntary or mandatory, matched, or additional 
unmatched. The following are the four main types of employee contributions: 


¢ Pre-tax — Contributions to a retirement plan deducted from pay before income taxes 
are calculated, thus lowering an employee's taxable income. 


= Both the contributions made to the account and the investment gain continue to 
grow tax-free until the money is withdrawn at retirement. 


@ Post-tax — Voluntary contributions made with pay that has already had 
income taxes deducted. Only the investment's gain or income (i,e7interest and 
dividends) — and not the contributions — enjoy the benefit of tax- 


= Withdrawal of post-tax funds only requires the payment of taxes on the gain 
(interest or dividends) of the investment. As with pre-tax contributions, taxes 
are due only when money is taken out of the account. 


= Post-tax contributions are not tax-deductible. 


= Depending on the plan's rules, it is possible to withdraw post-tax contributions 
at any time without incurring a penalty. 


¢ Catch-up — Additional contributions that eligible participants can make to their plan 
in excess of the statutory limit, an employer-imposed plan limit, or any limit applied 
in order for the plan to satisfy annual nondiscrimination tests. 


= Employer contributions — may be fixed match, profit-related, service-related, or 
combinations 
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Accruals and Vesting 


m Benefit accruals 
m Vesting 


m™@ Forfeitures 


Accruals and Vesting 


= Benefit accruals — the process of accumulating funds in the individual employee’s 
plan account 


= Vesting — Vesting equals “ownership” and assures a participant the right to retain 
accrued benefits. It includes a time frame requirement that assures a participant will, 
after meeting certain conditions, retain a right to the benefits he or she has accrued 
(or some portion of them), even if employment under the plan terminates before 
retirement. Regardless of an individual’s employment status, vesting means a 
“nonforfeitable” right to a benefit. 


= Forfeitures — represent a loss of benefits that were not 100% vested by a terminating 
plan participant. Forfeitures may be used to: 
@ Offset employer contributions 
@ Reallocate to participants 
@ Pay plan expenses 
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Distributions 


m= Lump sum 


m@ Installment payments 


Distributions 
Retirement benefits under a DC plan may be distributed in a number of ways. 
= Lump sum — most prevalent 


= Installment payments — annual (or monthly) payments made with amount of each 
payment equal to the total account balance divided by number of remaining payments 
elected 
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Managing DC Plans 


m Stakeholder responsibilities 


= Alignment with business requirements 


m Reporting and communication 


Managing DC Plans 


The management of a defined contribution plan can be done by the employer or 
outsourced to a plan administrator. Regardless of who manages the plan, it is important 
that the plan is tailored to meet the needs of the organization. The following are key areas 
related to the operation and management of retirement plans. 


m= Stakeholder responsibilities 
= Alignment with business requirements 


= Reporting and communication 
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Stakeholder Responsibilities 


Plan Fiduciary Investment Manager 
Plan Sponsor Trustee 
Plan Administrator Attorney 
Accountant HR/Benefits Dept. 


Stakeholder Responsibilities 


Corporate governance consists of the processes, customs and policies that affect the way 
people direct, administer and control an organization. Governance includes the 
relationships among the stakeholders involved and the corporate goals. The purpose of 
governance is to assure that an organization produces a pattern of good results while 
avoiding an undesirable pattern of bad circumstances. 


Plan fiduciary — has the ability to make administrative, investment or procedural 
decisions concerning the plan. Several of the roles below may also have fiduciary 
responsibilities. 


Plan sponsor — typically is the employer 


Plan administrator — is responsible for managing day-to-day affairs of the qualified 
retirement plan. Some responsibilities include: 


¢@ Hiring attorneys, accountants, consultants 

¢ Determining eligibility for plan participation, ruling on claims for benefits 

@ Advising participants or beneficiaries of their rights and settlement options 

@ Keeping service records, benefit records, vesting records and plan information 


Accountant — prepares plan audit and monitors plans’ financial progress 


Investment manager — invests funds to subsidize future benefit payments or increase 
earnings potential 


Trustee — consolidates plan assets, provides ongoing financial reports, processes 
benefit payments 


Attorney — may review plan documents and write plan amendments used to oversee 
pension plan 


HR/Benefits department — may act in various roles most often as plan administrator. 
People often serve in more than one role. 
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Alignment with Business and 
Governance Requirements 


= Coordinate with internal accounting 
requirements 

m= Work with business groups 
@ Payroll 


@ Finance 


# Legal 
@ HRIS 


Alignment with Business and Governance Requirements 


= Coordinate with internal accounting requirements — With a defined contribution plan, 
contributions in the form of payroll deductions and employer match are paid into an 
individual account for each member. The contributions are invested, for example in the 
stock market, and the returns on the investment are credited to the individual's account. 
Therefore it’s critical for the plan administrator and the organization’s internal accounting 
department to work together in order to meet plan objectives. 


= Work with business groups — Benefits administrators both internally and externally 
need to work with other business groups within the organization to insure plan goals and 
legal requirements are met. Other business groups include: 


@ Payroll — interact with Payroll to problem-solve employee issues (e.g. deduction, 
eligibility, etc.) and to perform reconciliations 


¢ Finance — provide updates and projections to Finance based on claims experience, 
headcounts, renewal rates and administrative service only (ASO) fees 


@ Legal — seek counsel and guidance regarding compliance and regulatory issues 
¢ HRIS — provide design plan details to aid in infrastructure design 
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Termination Benefits 


m Payable as retirement or death benefits 


™ Considered a substitute for retirement 
benefits in some regions 


m Examples 


Termination Benefits 


m= Payable as retirement or death benefits 
In several countries, substantial termination indemnities also are payable as 
retirement or death benefits. 
= Considered a substitute for retirement benefits in some regions 
# In some cases, the termination indemnities may be considered a substitute for 
employer-sponsored retirement benefits. 
= Examples 


@ In Austria, the severance payment for 3 to 25 years of service is accumulated in the 
employee’s defined contribution welfare fund. 


@ In France, termination indemnities are payable at a percentage of the employee’s 
salary times years of service. 


¢ Latin America tends to provide generous termination benefits by the company since 
very little is paid by government. 


# The United States tends to provide less generous benefits. 
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Other Benefits 


m@ Life insurance 


m@ Disability 


= Time off 


m Perquisites 


Other Benefits 


The factors that influence health and retirement benefits also may affect other benefits, 
such as life insurance, disability and time off. Depending on the type of benefit, statutory 
requirements, coordination with government programs, collective bargaining agreements 
and other influences may shape or define the final program, limiting employer flexibility 
in plan design. 


= Life insurance — Company-provided death benefits are prevalent in most countries. 
@ Benefits vary in both form and amount 


@ May be offered in some countries as a social program; HR should examine 
benefits available in each country to avoid over-insuring employees. 


# Payout options — lump sum or installment/annuity 
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Other Benefits ...cont’d 


= Disability (also known globally as long-term disability, invalidity or permanent ill 
health). Similar to provisions of death benefits; payments may be minor or 
substantial; not yet provided in some countries. Determination and definition of 
disability will differ. Payments often on a scheduled basis and range from 30% to 
100% of pay; typically limited to base pay. Local workers’ compensation may provide 
benefits for work-related disability. 


= Time off — Time off with pay is provided for a variety of situations in different 
countries. 


# Includes vacation, holiday, sick leave, maternity leave, long-term leave 
¢ Varies based on customs and religious practices 
@ May be government mandated 

= Perquisites 


@ Historically, perquisites were tax effective benefits. Many of these tax benefits 
have been eliminated by regulatory changes. Nevertheless, they remain 
common despite current tax effectiveness. 


= Car/driver 
= Club membership 
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Time Off — 

Mandatory and Typical Entitlements 

m Holiday/vacation m Military leave 

m@ Illness m Funeral/bereavement 
= Maternity = Blood donation 

m= Family care m= Moving 

m Religious time m Exams 

m Civic responsibility 


Time Off — Mandatory and Typical Entitlements 


This is not intended to be an exhaustive list. We will look at some of these forms of time off 
in more depth later in this module. 
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OTHER BENEFITS 


Pay for Time Not Worked 


m= Employer objectives 
m= Employer policies 
m Expensive benefit 


m™ Two components 


Pay for Time Not Worked 


Pay for time not worked refers to payment at the regular rate of pay to an employee for a 
nonworking time period. 


= Employer objectives — Pay for time not worked can represent a significant percentage 
of benefits costs. Employers incur this cost in order to: 


@ Enhance stability of an employee’s income 


@ Enhance productivity by providing an opportunity for employees to rest and 
recharge 


@ Improve the quality of work and personal life 


= Employer policies — It is important to have clearly written and consistently administered 
policies. The policy may cover these key areas: 


@ Occasions that qualify for time off with pay 
# Number of hours or days off for each reason 
@ Rate of pay 

Eligibility for pay 

@ Proof of qualifying event 

Authority to allow exceptions to policy. 


= Expensive benefit — Pay for time not worked is one of the most expensive employee 
benefits. 


= Two components — Many employers have established formal pay for time not worked 
policies or practices that govern pay for periods of time when the employee is at work 
and when employee is not at work. 
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OTHER BENEFITS 


At Work 


m= Examples 
# Rest periods 
Wash-up time/clothes changing time 
Travel time 
Training and education 
Coffee / smoke breaks 
Clothes changing time 


Birthday celebrations 


At Work 


There are a variety of circumstances when employers typically provide pay for time 
not worked while the employee is at work. 


m= Examples 


4 


¢-ethUc OHO Oo Oo 


Rest periods 

Wash-up time/clothes changing time 
Travel time 

Training and education 
Coffee/smoke breaks 

Birthday celebrations 
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OTHER BENEFITS 


Not at Work 


m May or may not be regulated by 
government 


m Examples 


Not at Work 
m May or may not be regulated by government 
= Examples 

@ Personal leave 

@ Jury duty* 


@ Sick — Paid sick day or leave programs are typically coordinated with short-term 
disability benefits. For more information refer back to STD benefits. 


Bereavement 
Sabbaticals 
Reserve duty and military leave* 


Family/medical* 


--ethUC OHO OH 


Voting* 


* Covered by statutory requirements 
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OTHER BENEFITS 


Holidays 


= Company-paid holidays 
= Government/industry differences 


m Examples 


Holidays 


Paid holidays (often called bank holidays in Europe and Asia) are specific days when 
most employees do not work but are paid as if they did. Employees who do work on such 
days typically receive premium pay or compensatory time off. The number of paid holidays 
granted by employers varies considerably by industry group and, to a lesser extent, by 
geographic region. 


= Company-paid holidays — Employer-paid time off policies, provide a certain number of 
paid holidays per year. 


= Government/industry differences — State and local observed holidays may differ. 
Additionally, public sector employers and educational institutions tend to observe more 
identified holidays than private sector employers. 


= Examples — Most countries celebrate a combination of national holidays (e.g., National 
Youth and Commonwealth Day in Fiji, National Day in China, Queen’s Day in 
Netherlands) and religious holidays (e.g., Christmas and Easter in countries with a 
Christian population; Eid al Ftr and the Prophet's birthday in countries with an Islamic 
population; Deepavali in countries with a Hindu population, and Vesak in countries with 
a Buddhist population). 
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OTHER BENEFITS 


Vacations 


@ Include regular full-time employees 


m Based on anniversary and years 
of service 


m Holidays excluded 


m Average number of days of paid 
vacation tends to vary by region and 
industry 


Vacations 


Nearly all employers provide paid vacation (often called leave or holidays in Europe and 
Asia) for full-time employees. This benefit is particularly attractive and in many industries 
has become a standard labor practice. A common paid-vacation practice might be 
summarized as follows: 


= Include regular full-time employees 
(Part-time employees typically receive prorated vacation.) 


= Based on anniversary and years of service 


= Holidays excluded — Holidays occurring during the regular work week when vacation 
is scheduled do not count against the amount of vacation days allowed. 


m Average number of days of paid vacation tends to vary by occupation. 


Many countries have laws mandating minimum paid vacations and holidays. 
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OTHER BENEFITS 


J 


Personal Related Leaves 


m@ Personal 


m Bereavement 


m Sabbatical 


Personal Related Leaves 
= Personal — Unpaid personal leaves of absence may be granted to employees. 


= Bereavement — Most organizations grant short periods of time off with pay for 
employees bereaved by the death of an immediate family member or a close relative. 


= Sabbatical — A relatively small percentage of companies offer extended leaves of 
absence to employees who have been with the company for many years. 
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OTHER BENEFITS 


Perquisites 


m Driven by tax effectiveness and/or culture 


m In some countries the list is relatively short 


m In other countries the list is extensive 


Perquisites 


Perquisites are supplementary benefits provided over and above typical remuneration. 


= Perquisites are driven by tax effectiveness and/or culture. 


@ The levels and types of perquisites will vary with the position of the employee in 


the company. 


= Insome countries the list is relatively short, with perquisites generally being offered 
only to highly compensated executives 


4 


United States 


= In other countries, the list is extensive, with perquisites being used more commonly 
to supplement or substitute for other rewards elements. Perquisites are particularly 
common in Latin American and Asian countries. 


Examples of perquisites: 


4 


eee 


Car 

Car phones 

Club membership 

Education allowances 

Holiday and vacation paid leave 
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Household staff 
Housing allowances 
Savings schemes 
Drivers/security guards 
Utilities allowance 


The Selection of 
Benefits Service Partner 


‘Assessing Need 


: Selecting a Service Partne 


iation and 
Finalizing a Contract 


Transition to the Service Partner 
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BENEFITS SERVICE PARTNER SELECTION 


Assessing the Situation — 
Company Needs 


m= What services is the company seeking? 


m= Should the company consolidate 
service partners for multiple services? 


m= Is aconsultant necessary to help the 
company select a service partner? 


Assessing the Situation - Company Needs 


Service partner selection begins with the identification of prospective service partners 
who should receive a request to bid on the project or services. In order to identify these 
service partners, it is necessary to assess the situation, beginning with the company’s 
needs. 


= What services is the company seeking? 


¢ Be specific on the service(s) that are to be provided and research sources for those 
services. 


@ What are recent issues with current service partner? What are recent trends? 
= Should the company consolidate service partners for multiple services? 


@ Ifthere are multiple services to be included in the bid process, determine if the 
company wants to consolidate those services to one service partner, if possible. 


= Is aconsultant necessary to help the company select a service partner? 


The company will need to determine if service partner selection requires the 
services/expertise of a third-party adviser or if the process can be conducted with 
internal resources. 
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BENEFITS SERVICE PARTNER SELECTION 


Selecting a Service Partner — 
Service Partner Identification 


m Use recommendations 
m Use professional resources 


m Attend a conference 


= Consult trade organizations 
and publications for references 


Selecting a Service Partner — Service Partner Identification 


After assessing the company’s needs, the next step is to assess the marketplace. 
Potential resources for identifying service partners: 


m Use recommendations 
# From consultants based upon assessment of needs 
# From colleagues at peer organizations 
m= Use professional resources to find potential consultants/service partners 
@ HR/benefits professional associations 
@ Advocate groups 
@ Marketing groups that provide annual source books for HR/benefits services. 


m If the timing is right, attend a conference that includes an exhibit area for service 
partners who provide the service(s) going out for bid. 


= Consult trade organizations and publications for references 
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BENEFITS SERVICE PARTNER SELECTION 


The Contract 


m Also known as the service agreement 
or trust agreement 


m Proper development is key 


™ Sections to include 


The Contract 


m= The contract, sometimes known as a service agreement, is the foundation of all 
that follows. It can help or hinder the relationship between the client company and 
the service partner. 


m it needs to be carefully developed and include input from all of the right people in both 
organizations who will have contact with it, or be impacted by it, during the timeframe of 
the contract itself. Additionally, the contract should be reviewed by legal counsel. 

m Thecontent of the contract should include: 

1. Contract duration 

Parties to the contract 

Services to be performed 

Performance standards 

Hold harmless statement 

Fees 

Contract termination statement 


I a a od a 


Binder request 

9. Communication review 
10. Data security 

11. Contingency plans 

12. Audit information. 
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BENEFITS SERVICE PARTNER SELECTION 


Transition to the New Service Partner 


= Logistical issues 


m= Health and welfare plan issues 
@ Terminating current contracts 


= Communication 


Transition to the New Service Partner 


= Logistical issues to consider 


@ Early on, the implementation team should document how each issue will be 
handled. 


¢ It is important to keep a record of any decisions made during the process. 
@ Evaluate all plans. 


= Health and welfare plan issues 


# Employee/retiree access to services 
@ Assignment of responsibilities 

@ Staffing issues 

@ Program support 


= Terminating current contracts 
¢@ Very early in the process, review the termination provisions of all affected contracts. 
@ Determine the level of customer service that can be expected once the current 
service partner receives a termination notice. 
= Communication 
@ Identify key people to inform 
= Active employees 
= Union representatives 
= Former employees 
@ Determine the communication strategy 
= Depends on complexity and nature of change 
# Communication approaches 
a Internet, intranet 
a E-mail 
= Telephone (hotline) 
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BENEFITS SERVICE PARTNER SELECTION 


Managing the Service Partner 


m= Monitoring performance 
= Communication 


m Resolving disputes 


L 


Managing the Service Partner 
= Monitoring performance 
# Establish metrics and methods for measuring performance 
@ Matrix of reports 
¢ Audits 
= Communication 
¢@ Meetings 
@ Reports 
@ Feedback 
@ Focus groups 
@ Surveys 
= Resolving disputes — this may be a formal process 
¢ Identify the source of the conflict 
@ Involve both parties 
# Resolve at the lowest possible level 
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The Cost of Nonstatutory 
Benefit Programs 


= Cost-sharing policy 
m@ Short-term strategy 
™ Long-term strategy 


m Impact on employees and dependents 


The Cost of Nonstatutory Benefit Programs 


Pricing could be described as part science and part art. The science aspect requires 
discipline in setting the financial parameters under which the plan will operate. These 
parameters include: 


= Cost-sharing policy, which includes subsidies from the company and across employee 
groups and/or benefit options based on local market practices 


™ Clear short-term strategy, which may include steering employees toward or away from 
certain options 


= Quantified long-term strategy, which may include the introduction of certain cost 
containment features 


m Understanding the impact of the choices and changes on employees and their 
dependents. This area requires a scientific approach to predicting utilization patterns, 
as well as an educated assessment of how employees might react to the plan. 


Pricing should reflect both business 


and human resource strategies. 
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COST OF NONSTATUTORY BENEFIT PROGRAMS 


Benefits Financing Schemes 


m Fully insured 
m Partially insured 
m@ Self-insured 


m= Prevalent types 


Benefits Financing Schemes 
There are important financial, regulatory, legal and tax implications associated with the 
method chosen. 
= Fully insured plans 
Can be subject to regulatory oversight, including mandated benefits and premium 
taxes 
¢@ Less flexibility in plan design 
@ Insurance company markups (administration, risk, profit charges) 
= Partially insured 
= Self-insured 
¢ Most employers who can, self-insure to avoid these costs and gain more control 
over their plan. They also gain important legal protections. 
Important factors in deciding whether to self-fund: 
mw Risk tolerance 
= Degree of predictability of cost required 
a Availability of cash reserves 
= Time and skills to administer 
= Prevalent types of financing methods: 


Fully Insured Partially Insured Self-Insured 
v | J v 
Jv 


Health care benefits 

Life Insurance 

AD&D 

Disability 
Short-Term 

Long-Term 
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COST OF NONSTATUTORY BENEFIT PROGRAMS 


Continuum of Risk 


Flex-funding 
Fully (minimum Retrospectively Prospectively 
self-insured premium) experience-rated experience-rated 


Self-insurance Fully pooled 
with stop loss community-rated 


Greater Risk Greater Risk 
Assumed by Assumed by 
Employer Insurer 


Continuum of Risk 


The continuum re-emphasizes that there are a variety of insurance and self-insurance 
products available. Closer to self-insurance there is a greater amount of risk assumed by 
the plan sponsor. Farther to the right there is less risk assumed by the employer and more 
risk assumed by the insurance company. 
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@ In your opinion, which is the more 
challenging rewards element to manage 
on a global scale: compensation or 
benefits? 


m Based on the above, which program in 
particular presents the greatest 
challenges? Why? 


= What trends are you seeing in the global 
business environment and how do they 
affect reward systems? 


Discussion Forum 


Take a few moments to consider the following questions. Upon completion, discuss your 
answers with one or more of your fellow participants. Are your answers the same or 
different? What variables account for differences (i.e., industry, region of operations, 
other)? 


After a few moments, the instructor(s) will facilitate a discussion of the results. 


se 


In your opinion, which is the more challenging rewards element to manage on a global 
scale: compensation or benefits? 


. Based on the above, which program in particular presents the greatest challenges? 


Why? 


. What trends are you seeing in the global business environment and how do they affect 


reward systems? 
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~ Can You? 


m@ Identify and explain influences on, and 
components of, a global benefits strategy. 


m= Distinguish between statutory and nonstatutory 
benefits including social security, health care, 
retirement plans and other benefits. 


m™ Describe the selection of benefits service 
providers. 


m Describe how to evaluate the cost and financial 
impact of benefits programs. 
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Module Quiz 


_—s 


Which of the following should be included in a global benefits policy statement? 
A. Retirement benefits specifics by region 

B. The annual benefits budget 

C. The range of benefits provided 


Which benefits program promotes health risk assessment and behavioral change in 
order to achieve optimal health? 


A. PPO plan 
B. Dental plans 
C. Health and wellness programs 


What is multinational pooling? 


A. An agreement between several companies within the same industry to pool their 
resources to receive favorable insurance rates from a single insurance provider 


B. An agreement between a company and its global employees to limit the choice of 
health care providers to those included in a preferred multinational pool 


C. An agreement between a company and an insurance network that groups together 
local insurance contracts of the company’s subsidiaries under one financial 
arrangement 


Which of the following is most accurate regarding trends in retirement benefits around 
the world? 


A. Defined benefit plans are replacing defined contribution plans. a 


B. Retirement fund management generally is moving away from investment trust 
houses and mutual fund managers and toward traditional pension providers such 
as insurance companies. 


C. The size of pension liabilities is increasing. 
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Work-Life, Performance 
and Recognition, 
Development and 
Career Opportunities 


wens 
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Module 5 


Work-Life, Performance and Recognition, 
Development and Career Opportunities 


Introduction 


Many HR practitioners familiar with the components of total rewards (compensation, 
benefits, work-life, performance and recognition, and development and career 
opportunities) understand the importance of addressing all of these elements with both 
local nationals and employees on international assignments. 


Administering these programs on a global scale requires particular diligence and research 
as the programs that are needed and/or desired will vary with the differences between 
countries and cultures. For example, some programs may not be necessary in certain 
countries, particularly if they were initially designed to address conditions in one country 
that are not present in another country. 


Objectives 


By the conclusion of this module, you will be able to accomplish the following: 


1. Describe effective total rewards elements that work in concert with compensation and 
benefits. 


2. Define performance management and explain considerations in global performance 
management. 


3. Describe how rewards other than compensation and benefits can help organizations 
attract, motivate and retain an engaged and productive workforce. 
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Total Rewards in the Global Workplace 


nizational” TOTAL REWARDS 

uiture STRATEGY 
compensation 
Benefits 


Satisfaction Performance 
Work-Life & Engagement & Results 


——— 
Performance & Recognition 
pisclcchlhbdesbonstitttaia See 


Development & Career 
Opportunities 


Total Rewards in the Global Workplace 


The total rewards model includes compensation, benefits, work-life, performance and 
recognition, and development and career opportunities. The components that supplement 
compensation and benefits are described below. 


= Work-life — a specific set of organizational practices, policies and programs as well as 
a philosophy that actively support efforts to help employees achieve success within and 
outside of the workplace. Work-life became an issue as increasing work demands put 
employees in the position of compromising personal responsibilities for professional 
responsibilities. On a global scale, differences in work hours, workweeks, national 
holidays and legislated vacation periods vary the need for work-life programs 
in some regions. 


= Performance and recognition — Performance involves the alignment and subsequent 
assessment of organizational, team and individual efforts toward the achievement of 
business goals and organizational success. Recognition gives special attention to 
employee actions, efforts, behavior or performance. In the global workplace, it is 
important to note that cultural differences can negate the effectiveness of these 
programs in some regions. 


= Development and career opportunities — Development comprises learning 
experiences designed to enhance employees’ skills and competencies. Career 
opportunities involve plans to help employees pursue their career goals. As with 
many other compensation and benefits issues, developmental and training 
expectations will vary by region. 
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Total Rewards in the 
Global Workplace 


= Monetary vs. nonmonetary rewards 


m Universal values 
# Challenging work 


# Personal development 


m= Importance in different countries 


Total Rewards in the Global Workplace 


= Monetary versus nonmonetary rewards - It is important to recognize that 
remuneration should not focus only on monetary rewards. 


= Universal values — Globally, many values are universal. Although there will always be 
some variances, it is reasonable to assume that opportunities for challenging work and 
personal development are highly valued by most employees. Remuneration programs 
should support these values. 


= Importance in different countries — The importance of the rewards that supplement 
compensation and benefits affect the remuneration mix in developed and developing 
countries. 


# In developed countries, surveys often find that employees place higher value on 
work-life, performance and recognition, and development and career opportunities 
than they do on traditional compensation or benefits. If compensation and benefits 
are competitive, it is the employer's attention to the components of the work 
experience that provides competitive advantage. 


@ As employees in developing countries reach salary levels that meet their basic 
needs, additional compensation may not result in improved performance. Employers 
may generate a greater return on remuneration expense by focusing on work-life, 
performance and recognition, and development and career opportunities once 
salaries reach a competitive level in these countries. 
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TOTAL REWARDS IN THE GLOBAL WORKPLACE 


Work-Life 


mg Variations in: 
@ Workweeks 
@ Vacations 


@ Commute time 


Work-Life 


On a global scale, workweeks and vacations are often used to address work-life balance. 
Time off (paid and/or unpaid) policies differ significantly from region to region (and in many 
cases, from country to country within the same region), with employees in some countries 
working fewer hours per week and enjoying longer vacations each year as compared to 
others. Concerns such as work-life balance will be more pronounced in regions where 
business practices dictate longer working hours and shorter vacations. 


The competitiveness of the global marketplace has individuals around the world facing many 
of the same challenges: long hours, working from home, and a heavy dependence on 
technology. A common thread throughout world regions is the desire to be more organized in 
an attempt to achieve work-life balance. 


Commute time can be very long in many large cities worldwide. Particularly in emerging 
markets, the demands placed on employees by their commute time as well as overcrowding, 
pollution, etc., require HR to consider these factors in determining the most appropriate 
programs to offer in a particular region. 


Changing demographics and pricing and cost pressures from increased globalization are 
compelling organizations to think more creatively about employment practices. One such 
item is the increased mobile working (e.g., telecommuting) in companies. This has social 
and cultural implications that must be taken into consideration — it is not simply providing 
employees with technology. 


What programs does your company use to balance 
work-life issues in different countries? 
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Global Performance Management 


= Definition of performance management 


m= Global performance management 
influences and approaches 


m Balanced scorecard approach 


Global Performance Management 


An effective performance management system balances the goals of the organization 
with the abilities and characteristics of its workforce. On a global scale, it is important 
to reinforce organizational standards and objectives while maintaining local flexibility 

and cultural sensitivity. 


The field of performance management is grounded in theories of human behavior. 
Many theories of human behavior, however, are based on studies conducted in single 
countries. When practices are applied in multiple countries, their predictability and/or 
success may be affected by cultural differences. 


= Definition of performance management — Performance management is a managerial 
process that consists of planning, managing, improving, appraising and rewarding 
performance. It is a dynamic process that cascades throughout the various levels of the 
organization, utilizing observation, feedback, development and many other tools and 
approaches to maximize organizational performance. 
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GLOBAL PERFORMANCE MANAGEMENT 


Global Performance Management ...cont’d 


= Global performance management influences and approaches 


¢ Uniformity vs. localization — The first consideration in global performance 
management is whether to apply a consistent process globally or make local 
modifications. 


= Uniformity — An argument for uniformity is that globalization eventually unites 
best practices anyway and that, over time, common objectives, performance 
standards and practices will be accepted, bringing the global members of the 
organization closer together. 


= Localization — An argument for localization is that individuals in different 
cultures are motivated differently. 


@ Internal and external influences 


= Internal — Internal organizational influences such as mission, vision, strategy 
and organizational culture will affect the performance management approach 
taken. 


= External — External influences such as community culture, legal/regulatory, 
labor market and industry characteristics should also be evaluated. 


¢@ Design and implementation — Design and implementation will be driven by the 
approach taken. A uniform approach may reward all employees in the same 
manner. A localized approach may require customization by region. 


= Balanced scorecard approach 


@ In addition to financial goals, this approach incorporates operational and behavioral 
goals. For each scorecard item (e.g., customer success, improved business 
processes) goals, measures, targets and incentives are quantified and qualified. 
Typically, there are specific metrics that are weighted with each scorecard item. 
Other performance metrics such as human resource development, leadership 
development and other internal and external metrics are considered and weighted 
along with financial performance. 


@ Some multinational companies are beginning to use this type of approach 
with financial (quantitative) results representing only one of the metrics in the 
evaluation system. 
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Other Rewards — 
Performance and Recognition 


m Effect of culture 


m Appropriateness of gift giving 


Other Rewards — Performance and Recognition 


= Effect of culture — Individual recognition programs may not be familiar or accepted in 
some cultures. Companies seeking to support and drive cultural change through their 
total rewards programs need to take into account local feelings about individualism and 
collectivism. 


= Appropriateness of gift giving — Individual recognition programs often utilize monetary 
or nonmonetary gifts to convey appreciation for a job well done. If gifts are given, it is 
important to understand what kinds of gifts are considered appropriate. 
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Other Rewards — Development and 
Career Opportunities 


= Promotion 
m= Equal opportunity and diversity laws 


m Expectations regarding career 
progression and employee recognition 


Other Rewards — Development and Career Opportunities 


Cultural differences regarding recognition, as well as individual expectations regarding 
career progression, can vary widely. Lifelong employment has waned as the world has 
evolved into a global economy. 


= Promotion is essentially a universal concept in developed countries. In most countries, 
employees at all levels need to feel that there are opportunities to advance in their 
careers. The perceived value of advancement is both a function of salary increases 
and of movement within the organizational hierarchy. 
= The laws and practices relating to equal opportunity and diversity are different. 
¢ A protected class of employees in one country may not be protected in another 
country. 
= Expectations regarding career progression can differ widely. 
@ The laws and practices relating to equal opportunity and diversity are different. 
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Impact on Total Remuneration 


™ Monetary vs. nonmonetary rewards 


m@ Universal values 
@ Challenging work 


¢ Personal development 
m Developed countries 


m Developing countries 


Impact on Total Remuneration 


The importance of the employee work experience is underscored because of the effect 
it has on the remuneration mix in developed and developing countries. 


& It is important to recognize that remuneration should not focus only on monetary 
rewards. 


= Globally, many values are universal. Although there will always be some variances, 
it is reasonable to assume that opportunities for challenging work and personal 
development are highly valued by most employees. Remuneration programs should 
support these values. 


= In developed countries, surveys often find that employees place higher value 
on the work environment than they do on traditional compensation or benefits. 
If compensation and benefits are competitive, it is the employer's attention to other 
components of total rewards that provides competitive advantage. 


= In some developing countries, employers that rely only on financial rewards may 
find an inverse relationship between salary increases and employee performance. 
As employees reach salary levels that meet their basic needs, additional compensation 
may not result in improved performance. 
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Can You? 


= Describe effective total rewards elements that work 
in concert with compensation and benefits. 


m™ Define performance management and explain 
considerations in global performance management. 


m™ Describe how rewards other than compensation and 
benefits can help organizations attract, motivate and 
retain an engaged and productive workforce. 
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Module Quiz 


1. What must be considered when providing recognition to global employees? 


A. Cultural differences can negate the effectiveness of these programs in some 
regions. 


B. To be effective, recognition must be in the form of a monetary incentive. 
C. Recognition programs are often very costly to an organization. 


2. As employees in developing countries reach salary levels that meet their basic needs, 
employers may generate a greater return on expense by focusing on which reward 
components? 


A. Additional compensation 
B. Health care benefits 


C. Work-life and development and career opportunities 
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Managing 
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Module 6 


Managing International Assignments 


Introduction 


International assignments involve the movement of employees across borders. This 

movement multiplies the administrative complexity for HR, as reward packages must 
balance competitiveness, cost-consciousness and the legal and tax requirements of 

different countries. 


Although we tend to associate expatriates with international assignments, they actually 
comprise a very small percentage of international employees. It is the individual cost of 
expatriate assignments, however, that dwarfs the cost of other international assignees 
and local employees. For this reason, it is important to consider both the expatriate 
remuneration alternatives available as well as the alternatives to costly international 
assignments. 


Multinational companies often use a balance sheet or home country buildup approach to 
compensate their international assignees. Despite this consensus, there are many other 
methodologies employed and several variants of the balance sheet. Module 6 will examine 
several approaches to compensation and some of the other issues associated with 
managing international assignments. 


Objectives 


By the conclusion of this module, you will be able to accomplish the following: 
1. Define terminology related to international assignments. 


2. Describe the evolution of global operations and issues associated with international 
assignments. 


Describe the various approaches used to compensate international assignees. 


4. Describe retirement issues, including social security totalization agreements, for 
international assignees. 
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Definitions 


Local national 
Expatriate 


Headquarter expatriate 


Third-country national 
Short-term assignment 
Long-term transfer 


Home country 


Host country 


Definitions 


Local national — An employee who is paid as a national of the country in which he or 
she works. An American hired and working in the United States. A Japanese hired and 
working in Japan. Possibly an American living and hired locally in Japan. 


Expatriate — An employee temporarily assigned outside of his or her home country and 
expected to return there upon assignment completion which usually lasts one year or 
more. In the past, this term often was restricted to nationals from the parent company 
working temporarily abroad in contrast to other nationalities, referred to as TCNs (see 
below). Also known as: a foreign service employee or international assignee. 


Headquarters expatriate (HQE) — National of the headquarters country who is 
expatriated. 


Third-country national (TCN) — Employee from one country working temporarily in a 
second country for an employer with headquarters in a third country. 


Short-term assignment — Generally from six months to a year, but varies significantly 
among companies. Employees often are paid per diem rather than put on a typical 
expatriate package. Some companies treat it as an extended business trip. Employees 
often are placed on single status (i.e., family stays home). 


Long-term or permanent transfer — Usually planned for five years or more. 
Companies often localize (i.e., pay local national salaries plus some form of transitional 
remuneration). 


Home country — In context of expatriate compensation, country to which expatriates’ 
salary and benefits are tied. 


Host country — Country in which the expatriate is working. 
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Evolution of 
International Assignments 


i Local Nationals 


Expatriates 


Number of Employees 


Evolution of International Assignments 
This chart illustrates the normal evolution of international assignments. 


m The number of expatriates is high when the operation starts, grows slightly during the 
start-up phase, and then declines as local nationals are trained and replace expatriates. 
Usually a few expatriates remain indefinitely in key jobs. 


m= The number of locals continues to grow as the operation matures and the expatriate’s 
role lessens. 


m= When the operation matures, skilled locals are available for assignments outside of their 
home country and they become TCNs. 


@ The selection of locals for transfer to other countries and the replacement of 
expatriates (particularly from headquarters) by locals is good for local morale and 
facilitates local recruiting. It demonstrates movement away from ethnocentricity. 


Source: ORC Worldwide, “2006 Worldwide Survey of International Assignment Policies and Practices” 
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The Evolution of International 
Assignments ...cont’d 


An organization’s approach to international assignment policies often is linked to the level 
at which it is conducting business outside of the home country. The table below illustrates 
the potential evolution of international assignment policies as an organization matures from 
the export stage to the global stage. For example: 


m= An export company undertaking an overseas operation for the first time initially may use 
headquarters-based expatriates only, compensated under the negotiation system. 


= Anemerging multinational company operating abroad may begin to supplement the 
headquarters-based expatriates with TCNs and local nationals. 


= A global company may use the most cost-effective global source of talent, regardless of 
nationality, under well-developed career planning and repatriation policies. 


Mature 
Multinational 


International 
Division 


Emerging 


Issue Multinational Global 


Business First overseas | Few overseas Growing Heightened Worldwide 
Status operation(s) operations (not international global cost integration and 
integrated) maturity consciousness; planning 


downsizing 


Types of All = Most headquarters- | Headquarters- Increasing use of | Global sourcing 


International | headquarters- based expatriates | based increasingly | “cost-effective of talent with 
Assignment based = Few TCNs replaced by international diminishing 
= TCNs assignees” emphasis on 


m Uses international 


: nationality 
careerist 


= Local nationals 


International | Get the job Improvisation Developing Increased Well-developed 
Assignment done awareness of need | career risk both | career planning 
Philosophy to plan at home and and repatriation 


abroad policies 


m= Career paths 
= Compensation 


GR7 # 6.5 


© WorldatWork. All rights reserved. 


Issues Associated with 
International Assignments 


1 = not critical 5 = very critical 


Spouse resistance 4.4 


Family adjustment 


Children’s education 


Spouse’s career 


Dependent support 


Issues Associated with International Assignments 


Concerns about relocating and the critical family issues associated with relocations are still 
the number one concerns associated with international assignments. 


What has been the experience in your organization? 


How do you handle dual career situations? 


© 2007 GMAC Global Relocation Services, LLC, Woodridge IL, 60517. All Rights Reserved. 
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INTERNATIONAL ASSIGNMENTS 


Why Accept an 
International Assignment? 


Developmental 

Transfer of skills and knowledge 
Project 

Interested and willing 

Senior management 


Career expatriate/international cadre 


Regional 


Why Accept an International Assignment? 


Developmental 
# Career development of expatriate 
@ Preplanned next assignment 
Transfer of skills and knowledge 
@ Transfer expatriate’s skills and knowledge to host location 
¢ Train local nationals 


Project 

@ Project of defined duration 

= Common in construction and petroleum industries 

Interested and willing 

@ Employee often young, highly mobile and inexperienced 

@ Assignment often at request of individual 
Senior management 

@ Managing a major business 

¢ Frequently to give executive international experience before 

major promotion 

Career expatriate/international cadre 

@ Internationally mobile 

# Onseries of international assignments 
Regional 

@ Mobile within geographic region but not globally 
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Which approach to compensation is appropriate for each type of 
assignment? Should different plans be designed for each type? 


INTERNATIONAL ASSIGNMENTS 


Selection Criteria 


Skills and Job Performance Job Level Language Ability 
Compentencies 


Based on responses from 875 multinational companies 


Selection Criteria 


In the past, nearly all international assignments served a specific company need, such as 
training local nationals, transferring technology, protecting company interests or directing 
sales. In recent years, significant numbers of assignments have been made to advance the 
careers of employees and to help globalize the company. There are many reasons to send 
employees abroad, but first, the individual must meet certain selection criteria, as 
determined by the company. 


Source: ORC Worldwide, “2006 Worldwide Survey of International Assignment Policies and Practices” 
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INTERNATIONAL ASSIGNMENTS 


Compensation 


= Companies compensate international 
assignees differently 


m Many companies try to standardize 


m Many exceptions 


Compensation 


= Companies compensate individuals on international assignment in many 
different ways. 


= Many companies attempt to standardize to one approach. 
¢ It simplifies administration. 


¢ It avoids problems that arise when different compensation is paid to different 
employees for the same job. 


= Although standardizing is the goal, there are many exceptions. 


# While the balance sheet is a frequently used compensation approach, many 
companies negotiate extensively, particularly with their key executives. 


# Some companies localize certain expatriates if their long-term future seems to 
be in that country. 


¢ Regional plans usually follow one of a few select approaches. 


Depending on the job and the development of both the job and the individual, 
negotiation of different remuneration packages may be required. 
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Compensation Systems — 
Common Approaches 


= Negotiation 


® Localization or host country pay 


m The balance sheet 


Compensation Systems — Common Approaches 


Several methods can be used to pay people on international assignments, based on such 
factors as the type and level of assignment, organizational philosophy and the stage at 
which the organization is doing business outside of its home country. Three of the more 
common approaches (listed above) will be covered on the following pages. 


The choice of which methodology to use has a lot to do with the level of business being 
conducted outside the home country, and the business lifecycle of the organization. As 
companies mature in the global market, international assignment packages will progress 
from a local package and/or negotiation methodology to more complex balance sheet 
approaches. Ultimately, a combination of company and employee needs, along with the 
global experiences of both, will determine the appropriate package. 
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COMPENSATION SYSTEMS 


' 


Negotiation 


= Definition: Employers and international 
assignee negotiate mutually acceptable 
compensation packages 


= Components 
m Advantages 


m Disadvantages 


Negotiation 


= Definition 


Employers and their international assignees negotiate mutually acceptable 
compensation packages. 


= Components 


4 


4 


4 


4 


Depends on the negotiating skills of the employers and employees, supply and 
demand, and the negotiators’ desire for the assignments to take place 


Common in almost all companies when there are very few candidates for a position 
and where there is only one assignee per country 


Most common in export companies and those just starting international operations 
with limited talent pools 


Some negotiate because they believe other approaches are too complicated. 


= Advantages 


4 
4 


Conceptually simple 
Requires little or no data 


= Disadvantages 


4 


4 


Dramatically different compensation packages for expatriate peers working 

side by side 

Often leads to immobility for assignees who have negotiated particularly generous 
packages; frequently most valuable employees 


Breaks down with increasing numbers of assignees, especially in the same country 
Actual negotiation may be performed by unqualified staff 
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COMPENSATION SYSTEMS 


Localization or 
Host Country Pay 


@ Definition: International assignees are paid 
the same as local national peers and 
supplemented by various allowances 


= Components 
m Advantages 


m Disadvantages 


Localization or Host Country Pay 


= Definition — International assignees are paid the same compensation as local national 
peers and usually are supplemented by various permanent and/or temporary allowances 
for such factors as housing, transportation and children’s education. 

= Components 


# Often used and appropriate for long-term (more than five years) assignments and 
permanent transfers 


@ More often used for TCNs than HQEs. It’s often difficult to know when and where 
TCNs will be repatriated. 


@ Sometimes used for entry-level and inexperienced assignees 
# Sometimes appropriate for locally recruited international assignees 
# Can be used for employees who want an overseas assignment or who choose to 
remain abroad after their agreed assignment term is completed 
= Advantages 
@ Simple to administer 
# Pay parity with local national peers 
# Cost 


= Disadvantages 


@ International assignees usually come from different economic conditions than local 
nationals. 


# Usually requires negotiated supplements to compensation and therefore often leads 
to same disadvantages as negotiation 


¢ Particularly difficult to move individuals to lower standard-of-living locations 
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COMPENSATION SYSTEMS 


The Balance Sheet 


Host Host Country Home Country 


Country Costs Paid Equivalent 
Costs by Company Purchasing 


and from Salary Power 


Additional Costs Paid by Company (premiums and incentives) 


The Balance Sheet 


The above chart illustrates the utilization of the balance sheet. The company typically 
pays the difference (shaded boxes) to keep the individual’s purchasing power equal 
to the home country. 


= Components 
@ Income taxes 
¢ Housing 
@ Goods and services 
@ Reserves 


= The “reserve” or discretionary spending is not equalized — it does not have to 
be spent at the foreign location. 


@ Premiums and incentives 
= Premiums are in addition to equalizers. 
= May also be referred to as foreign service and hardship premiums 
= Might be a lump sum or a percentage of base pay 


= Represent the additional incentive needed to encourage individuals to take 
assignments . 


Note: this example emphasizes similar standards of living. 
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COMPENSATION SYSTEMS 


The Balance Sheet ...cont’d 
= Columns 


# Home country salary — What we all do with our money, how we spend it. 


¢ Host country costs — What these things cost in the foreign country. Typically, 
it costs more at the host location to maintain a similar standard of living (e.g., an 
American going to London will find higher costs, and a Briton going to Hong Kong 
also will find higher costs). 


¢ Host country costs paid by company and from salary (paid by 
employee) — With the balance sheet the company picks up the extra costs 
(shaded areas) 


@ Home country equivalent purchasing power — The result! The employee pays 
what he or she would have at home for a similar standard of living. 


@ Split payrolls 
# Relate to actual delivery of pay from a number of different countries 


¢ This is based on local regulations plus individual needs and determined based on 
the employee actually performing work in several countries and his or her pay 
apportioned across them. 
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COMPENSATION SYSTEMS 


Balance Sheet Variations 
and Other Approaches 


m Headquarters-based 

m Home country-based 

= Modified home country-based 
= Lump sum 


m Regional systems 


Balance Sheet Variations and Other Approaches 


= Headquarters-based (balance sheet) 
¢ Definition 


The remuneration of international assignees is tied to the headquarter country’s pay 
and benefits structure. 


@ Components 


= The headquarters-based approach links all international assignees, including 
TCNs, to the headquarters pay structure. 


= Either the protection or equalization (split pay) model can be used. 


= In addition to the protection or equalization of taxes, housing, and goods and 
services, most companies will pay additional allowances for children’s 
education, automobile purchases, etc. 


= There also are premiums, hardship, etc. 
= Home country-based (balance sheet) 
¢ Definition 


The remuneration of international assignees is tied to the salary and benefits 
structure of the home country of each individual (HQ or third country). 


¢ Components 


= Same methodology as the headquarters-based approach except that each 
individual’s compensation is tied to his/her home country rather than the 
headquarters base 


= Can be as many compensation bases as there are home countries of 
international assignees 


= Popular approach in many industries, including North American multinationals 
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COMPENSATION SYSTEMS 


Balance Sheet Variations and Other Approaches ...cont’d 


= Modified home country-based (balance sheet) 
@ Definition 


Similar to a “pure” home-country approach; base pay is denominated in home- 
country currency and tied to home-country compensation levels of the peers of each 
assignee. 

¢ Components 


= Payments for housing, goods and services in the host country are standardized 
for all nationalities at common job levels. 


= Compensation is paid partially in home and partially in host-country currency. 


= Lump sum 
¢ Definition 
As under the various balance sheet approaches, the employer pays international 


assignees lump sums designed to cover all unusual costs associated with the 
assignment. 


= In lieu of a series of allowances and differentials 


= In addition to base pay 


= Regional systems 
¢ Definition 


Different (less generous) compensation packages are developed for employees 
who are mobile within regions compared to those who are globally mobile. 


In some companies, there is significant movement of personnel among countries 
within major geographic regions. This is particularly true among EU countries. Some 
companies install compensation programs for these regionally mobile individuals 
that are less generous than those for globally mobile employees. They usually are 
derivatives of the approaches discussed in this module. For example, a U.S. 
company, with its European headquarters in Brussels, might set up a balance sheet 
system for its European personnel mobile within Europe, with a compensation base 
of Belgium. This program is frequently used in conjunction with other types 

of programs. 
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COMPENSATION SYSTEMS 


The Evolution of International Assignments 


Issue 


Compensation 
Practices 


= Negotiation 


m Headquarters- 


International Emerging 
Division Multinational 


= Balance 
sheet for 


@ Host country- 
related plans 
m Headquarters- 


Mature 
Multinational 


Global 


m Reducing 
obvious 
duplicate 


Policies support 
assignment 


based salaries headquarters- = Balance 
plus incentives | based based balance | payments sheets tied to 
expatriates sheet for all = Cutting costs home country 
= Negotiations nationalities wherever = Regional 
with TCNs @ International possible compensation 
pay structures | » Multiple programs 
= Lump sum compensation | » Split 
plans compensation 
with host 
country 
payments 
= Modified 
balance sheet 
= Multiple 
compensation 
plans 
Outcomes of Differences Differences Discovery that New emphasis Continuous 
Current lead to lead to current programs | leads to evaluation and 
Compensation = Need for = Need to to establish = Increased revision 
Practices standard- standardize equity refusals of = Ongoing need 
ization (but standard- | ™ Are very costly international to carefully 
@ Desire to be ization may = Favor TCNs assignments manage 
competitive take many over head- = Growing system 
ai Resesrchon forms) quarters-based | problems with | ™ Compensation 
competitive = Make two-career policies 
practices repatriation couples regularly 
difficult or updated to 
m “Balance sheet : . support 
s impossible 
approach ; corporate / 
m Provide division 
disincentives objectives 


= Are 
unmanageable 


m Lead to search 
for better 
approaches 
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Retirement Issues — 
Social Security Agreements 


™ Social security minimums 


@ Allow aggregation of periods of insurance 


m L-type agreements 


Retirement Issues — Social Security Agreements 


Social security agreements, often called totalization agreements, are meant to protect 
employees who move between countries. They help eliminate dual social security taxation 
when workers from one country are temporarily working in another country. Although each 
agreement between two countries is unique, most share similar features. For example, 
agreement rules generally allow exemption from one or the other country’s social security 
taxes, provided that the employee obtains a certificate of coverage from the country that 
covers the employee. 


= Social security systems typically require a minimum period of insurance to qualify 
for benefits. 


= Totalization agreements allow the insured employee who has worked in countries 
A and B to aggregate periods of insurance in countries in question to determine 
whether he/she is eligible for benefits. 


m= L-type agreements — Agreements between a U.S. employer and the U.S. government 
regarding U.S. citizens and U.S. resident aliens working abroad for a foreign affiliate. 
Under these arrangements, regardless of the host country location (as long as they are 
part of the agreement) or remuneration package covering the employee, the U.S. 
employer agrees to continue to make U.S. Social Security contributions (employer and 
employee portions) on the employee’s behalf. The agreement must apply to all U.S. 
citizens and U.S. resident aliens employed by any foreign affiliate designated in the 
agreement. 


GR7 m 6.18 


© WorldatWork. All rights reserved. 


RETIREMENT ISSUES 


Retirement and Social Security 
Transfer Policy 


m= Expatriate 
m= Permanent transfer 


m@ TCN 


Retirement and Social Security Transfer Policy 


Depending on the type of international assignment, different options are available when 
establishing retirement and social security transfer policy. 
= Expatriate — retain in home country plan 


= Permanent transfer 


¢ Option | — include in host country plan with recognition of total company service less 
any benefits accrued in the home country social security or company plans; subject 
to a minimum of the accrued benefits in each country 


Option Il — home country social security and company benefit for service in home 
country based on “salary” at retirement; plus, host country company and social 
security benefits for host country service 

m= TCNs 

# Option | — align the benefits with the benefits in the home country 

¢ Option II — align the benefits with the benefits in the final country of service 

# Option III — accrued benefits in each country based on salary at retirement 


¢ Option IV — align the benefits with an international standard 
(i.e., International Pension Plan) 
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RETIREMENT ISSUES 


Transfer Issues — Retirement 


m@ Third-country national pension plans 


m Home country base 


™ Host country base 


Funding 


International pension plans 


Transfer Issues — Retirement 


Employees transferring between countries may suffer a reduction in government and 
private retirement benefits. It may not be possible to remain in home country plans 
following a transfer to another country. Where there is a loss of retirement benefits, the 
employer may consider ways to supplement actual benefits. It may be useful to consider 
the method employed for constructing the transferee’s compensation package when 
considering an appropriate approach for providing adequate career retirement benefits. 
Following are some of the more commonly employed approaches for supplementing 
retirement benefits: 


Third-country national (TCN) pension plans 


These arrangements typically are used when the employee’s compensation is not tied to 
the home country or the host location, but to another location. The plans may apply to all 
years of service or solely to the period following the transfer. Actual retirement benefits 
accrued during the period of coverage by the TCN plan usually are offset against the 
TCN plan benefits. TCN plans usually are not tax qualified, and they may or may not be 
funded. 


Home country base 


Under a home country base, the pension supplement may be based on a recalculation of 
the home country pension benefit, applying eligible earnings at retirement or separation. 
The recalculated benefit would be reduced by actual retirement benefits. 
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RETIREMENT ISSUES 


Transfer Issues — Retirement ...cont’d 
= Host country base 


The host country base pension formula may be based on a recalculation of the host 
country pension benefit, including previous service for other locations, and applied with a 
reduction for actual retirement benefits from the prior period. This approach may be 
considered when the transferee has had short service in one or more plans before 
moving to a permanent host location. 


m Funding 


The decision whether to fund supplemental retirement benefits should be based upon the 
company’s assessment of income taxes and its philosophy. Due to the complexities of 
tax laws and the various locations potentially involved, proper counsel should be sought 
when considering whether to fund and, if applicable, determining where the pension will 
be funded. 


International pension plans 


Most large multinational companies provide an international pension plan (IPP) for their 
TCNs or for any internationally assigned employees who do not stay in their home 
country pension plan. Additionally, an IPP can provide additional money for an 
internationally assigned employee who may have a substandard home country pension 
compared to other internationally assigned personnel. In this case, the IPP provides a 
top off to the home country pension plan. 


Normally the IPP is funded from corporate in order to avoid conflicts between 
jurisdictions as to what entity should fund the TCN’s pension. 
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Other Issues for 
International Assignments 


m@ Health 
@ Local plan 
# Headquarters country plan 


@ Global plans 
m= Duplicate benefits from base country 


m Emergency evacuation 


Other Issues for International Assignments 


= Health 
¢ Local plan 
= The local medical plan may be acceptable for expatriates. 


a Ifthe local plan is inadequate, or the approach to the assignment is to 
replace the compensation and benefits from a headquarters country location, 
then a plan may be developed that provides medical benefits which are 
comparable to the headquarters or base country. 


@ Headquarters (or base) country plan 
¢ Global plans are available to place all expatriates into the same program. 
= Duplicate benefits from a base country 


m= Emergency evacuation 


@ Even with increased numbers of workers in dangerous locations, very 
few multinational companies have adopted formal evacuation policies in 
high-risk regions. 
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OTHER ISSUES 


Security/ Terrorism 


m Types of criminal activity 
@ Street crime 


@ Kidnappings 


= Security orientation/education 
@ Risk assessment 
¢ Consular information sheets 


Safety precautions/country-specific 
security training 


Security/Terrorism 


Terrorist acts in some locations globally have increased the importance of security 
for international assignees. 


m= Types of criminal activity 
@ Street crime — petty theft and other potential criminal acts targeting foreigners 
¢ Kidnappings — pattern has shifted from politically motivated to business 
professionals 
= Security orientation/education — Employers can educate international assignees 
in advance in a number of areas: 


@ Risk assessment — having an outside company perform a security risk 
assessment before traveling 

@ Consular information sheets — The U.S. State Department provides information 
on countries and advises against visiting when the security risk is high. 

¢ Safety precautions/country-specific security training — providing international 
assignees with general safety precautions as well as country-specific security 
information. For example: 


No company logo clothing 
No company business cards on luggage 


Familiarity with local culture and norms; particular caution for female 
assignees regarding tradition and dress 


Pre-arranged ground transportation; avoid public transportation 
Areas to avoid; sites of previous criminal activity 
Emergency contacts and processes 
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OTHER ISSUES 


The Work Environment — 
International Assignees 


= Communications 

@ Assignment letters 

# Formal manuals 

Orientation and cultural training 
Language training 

Housing 

Legal/tax issues 

Other 


The Work Environment - International Assignees 


The environment component of the employee work experience is particularly important 
regarding individuals on international assignments. For many companies that operate 
throughout the world, opportunities for individuals to travel and meet and work among 
people of varying cultures, in and of itself, adds to a favorable work experience. 
Regardless, it is good practice for HR to pay attention to the following regarding 
international assignees: 


= Communications 


The international assignment places the individual in a foreign environment, magnifying 
the importance of communication to prevent problems as a result of the isolation 

the individual may feel from headquarters. In addition to maintaining constant 
communication, HR should ensure that communications are clear and documented 
from the outset to avoid misunderstandings and conflicts later. 


¢ Assignment letters, or letters of understanding, should be specific in nature 
because: 
= They may be considered contracts in the assignment location. 
= They clarify issues on such things as who pays what if the international 


assignee resigns while overseas, and they usually avoid the 
misunderstandings that often occur with oral agreements. 


¢ Formal manuals are used to provide for consistency and equitable treatment 
of employees on international assignment. With respect to issues of divorce and 
marital separations, companies should develop general guidelines on issues 
prior to the situation arising. 
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OTHER ISSUES 


The Work Environment — International Assignees ...cont’d 


Orientation and cultural training 


Some form of orientation/cultural training should be provided through outside 
consultants specializing in cultural training; former (successful) international assignees 
who were assigned in the same location; handbooks developed for the location; or 
published books, pamphlets, etc., describing living and working conditions in that 
location. 

Language training 


It is important for the individual’s spouse to learn enough of the language to be 
reasonably independent in the assigned country. Companies rarely pay for language 
training for children, since it usually is covered in school. 


Housing 


Housing equalization is like goods and services equalization, except that housing is a 
large, single, readily identifiable expenditure both at home and at host. Housing often 
can become an emotional issue. 


Housing in the host country can be very expensive — in most countries, housing costs 
constitute the most expensive item for which companies reimburse or provide to 
international assignees. 


Legal/tax issues 


Employees on international assignments should be encouraged to maintain up-to-date 
wills because of the complexity of dealing with estates and guardianship issues in 
foreign jurisdictions. 


Other 
@ Home leave 
@ Auto loans 


@ Health and medical support (e.g., prevention, emergency evacuation, 
finding doctors who speak the employee's language) 


@ Security orientation 
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Case Study 


Globalwish Again 


Imogene has been traveling again — this time to Brazil. She was convinced by a local 
banker that Brazil needs Globalwish products. In the meantime, Francois has been 
charming Boston and demonstrating that he has considerable entrepreneurial skill. Since 
Francois speaks some Portuguese, which he picked up on his frequent trips to Estoril, 
Imogene has decided to send him to Brazil to set up a new venture. But how should we pay 
him? Link his salary to Paris? To Boston? Localize him? In which currency or currencies 
should he be paid? What do you recommend and why? 
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Can You? 


m Define terminology related to international 
assignments. 


m Describe the evolution of global operations and 
issues associated with international 
assignments. 


m Describe the various approaches used to 
compensate international assignees. 


= Describe retirement issues, including, 
social security totalization agreements, 
for international assignees. 
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Module Quiz 


B. 
C. 


B. 


C. 


What is a third-country national (TCN)? 
A. 


An employee temporarily assigned outside of his or her home country and expected 
to return there upon completion of the assignment 


An employee who is paid as a national of the country in which he or she works 


An employee from one country working temporarily in a second country for an 
employer with headquarters in a third country 


Regarding international assignees, what tends to occur as a global operation matures? 
A. 
B. 
C. 


Some skilled local nationals become TCNs 
The number of expatriates increases 
The number of local nationals decreases 


Which of the following best describes the balance sheet compensation approach? 
A. 


International assignees are paid at approximately the same level as their local 
national peers. 


Employers pay international assignees additional amounts that keep purchasing 
power equal to the home country. 


Employers and their international assignees agree upon mutually acceptable 
compensation packages. 


4. What is the purpose of social security totalization agreements? 


A. 


B. 


To eliminate dual social security taxation when workers from one country are 
temporarily working in another country 


To ensure that each country in which an employee works receives its fair share of 
the employee’s social security taxes 


To create a separately funded social security program administered solely for 
globally mobile employees 
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Module 7 


Cross-Border Mergers and Acquisitions 


Introduction 


Globalization has led to new opportunities as companies based in different countries have 
joined forces through mergers, acquisitions or joint ventures. There are many reasons for 
doing so, such as remaining competitive and gaining access to new markets. 


The benefits to be gained by mergers and acquisitions are accompanied by many 
challenges. Mergers and acquisitions require a thorough due diligence process prior to the 
transaction to ensure that hidden liabilities, incompatible company cultures and/or divergent 
practices do not derail the deal. 


Cross-border M&A activity increases the complexity of the process by adding potentially 
different country cultures and practices to the mix. HR can help to ensure the success of 
these deals by conducting a due diligence process that includes an examination of all areas 
required to make the deal a success. Module 7 provides an overview of some of the areas 
to assess and the required elements necessary to successfully combine cross-border 
companies in a business transaction. 


Objectives 


By the conclusion of this module, you will be able to accomplish the following: 
1. Define merger, acquisition, joint venture and strategic alliance. 


2. Explain the basic business strategies that underlie most cross-border mergers 
or acquisitions. 


3. Describe the role of HR in global mergers and acquisitions. 
Explain the importance of culture in the success or failure of the merger or acquisition. 


5. Describe other issues that HR professionals may encounter during a global merger 
or acquisition. 
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Definitions of Key Terms 


m Merger 
@ Acquisition 
m@ Joint venture 


m™ Strategic alliance 


Definitions of Key Terms 


Merger 


Acquisition 


Joint venture 


Strategic alliance 


Involves two independent companies coming together to form 

a new organization out of the assets of the two companies. 
Stock/shares of the two companies are converted to stock/shares 
of the new company at a negotiated ratio. 


Involves the purchase of stock/shares of one company by another. 

In other words, one party to the transaction is not a survivor. The 
acquisition may either be hostile (i.e., not solicited by management of 
the acquired company) or friendly (i.e., solicited by management of 
the acquired company). 


A separate new business established and controlled by the two 
independent organizations that formed the venture. The joint venture 
has its own management team and assets under control. The joint 
venture is owned equally by the joint venture partners, but need not 
be so. It is a common way to do business internationally. 


In this case, there is no transfer of assets or change of ownership. 
The two parties are sharing resources for a temporary period to 
accomplish specified tasks. 
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Cross-Border Mergers and Acquisitions 


m Cross-border transactions compound 
the risks 


m Goal is to increase shareholder value. 
HR can help by: 


# Conducting thorough due diligence 


# Evaluating compatibility 


# Developing an integration strategy 


Cross-Border Mergers and Acquisitions 


Mergers and acquisitions represent an appreciable risk to the companies involved, with 
the probability for success hinging on the compatibility of the companies, the research 
(due diligence) conducted in advance and the implementation strategy used to bring the 
companies together. 


m The risks involved in a merger or acquisition are compounded when it takes place 
across borders. 


= Acommon goal of any merger or acquisition is to increase shareholder value. 
HR can take steps to assure this increase by: 


# Conducting a thorough due diligence process. The goal is to identify hidden 
liabilities. 
¢ Evaluating the compatibility of the two organizations 
= Analyses should be conducted of the company culture and the country culture. 


= Compensation and benefits are influenced by culture (company and country). 
An examination of the relative programs of the two companies may be an 
indicator of potential success of the transaction. 


# Developing an integration strategy to improve the chances for transaction 
SUCCESS. 
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The Role of HR in 
Mergers and Acquisitions 


Company culture 


Management 
development 


Rewards/retention 


The Role of HR in Mergers and Acquisitions 


Human resources must support the new business relationship — financial, legal and 
strategic. This role has a direct impact on the achievement potential of the merger in 
relation to the company’s culture, rewards systems and retention strategies. 


= Mergers and acquisitions present significant communication challenges to HR 
professionals. Preparing for and anticipating employee concerns and ensuring 
consistent and accessible communication messages are some initial steps in preparing 
a strategy. 


¢ 
+ 
4 


Meetings should allow for two-way communication. 

All employees must hear the same message. 

Recognize employee insecurities and deal with them directly. 
= Job stability 
= Incentive payout 
= Pension benefits 

Address employee concerns early, honestly and quickly. 
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The Importance of Culture 


m Assess cultural compatibility 
@ Cultural attributes 


@ Tools: questionnaires, personal interviews, focus groups 


m Inventory culture-driven programs 


m Identify cultural differences 
@ Organizational 


@ Regional 


@ Country-specific 


The Importance of Culture 


As noted, the cultures of the two companies in the transaction play a major role in the 
eventual success or failure of the merger/acquisition. An examination of cultural issues 
includes the following: 


= Assess cultural compatibility 
@ Assess the respective cultures of the organizations. 


Tools for data collection include questionnaires, personal interviews with 
employees/supervisors and focus groups. 


= Take an inventory of culture-driven programs, such as casual dress, cross-functional 
task teams, etc. 


= Identify cultural differences between: 
# The organizations 
@ The geographic regions in which they operate 
@ The countries in which they operate. 
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THE IMPORTANCE OF CULTURE 


Assessing Cultural Compatibility 


Internally focused Externally focused 
individualistic . | Team oriented 
Short-term focused . | Long-term focused 


Information closely managed | Information widely communicated 
Flexible and informal Inflexible and formal 
Hierarchical ©} Flat structure 


Decentralized | Centralized 
Employees viewed as costs Employees viewed as assets 
Continuous improvement Continuous innovation 
Risk oriented - | Risk averse 
Autocratic | Participative 
Entrepreneurial Professional management 
Efforts focused | Results focused 
Growth — | Profit 
Financial _| Operational 
High tech |» Low tech 
Urban | Rural 
Educated Uneducated 


Assessing Cultural Compatibility 


Although culture can be difficult to define or quantify, the table above provides a means for 
assessing the cultural differences between two organizations. Why is culture important 
when assessing reward programs during the due diligence process? The answer lies in the 
link between how culture defines the organization and how it trickles down into the way 
programs are designed and administered. 


For the transaction to be a success, the culture (and consequently, the reward programs) 
should be compatible. To evaluate culture with respect to reward programs, ask questions 
that assess the characteristics above in the context of employee rewards. For example: 


= Internally focused vs. externally focused — Is the compensation system for each 
company based on the market or on internal equity? 


= Short-term focused vs. long-term focused — Are variable pay plans based on short- 
term or long-term results? 


= Hierarchical vs. flat structure — What do the company organizational charts look like? 
Do benefits vary at different salary grades or are they consistent? 


= Decentralized vs. centralized — Are benefits programs consistent across the 
organization or do they vary by division/region? 
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Other Global M&A Issues 


@ Social and local issues 


m Pay and benefit philosophies 


Other Global M&A Issues 


In managing a global business, the company must decide whether to operate as a local or 
foreign-controlled firm. In meeting this challenge, there are several issues to address in 
addition to cultural differences. 


= Social and local issues 
@ Differences in business practices and customs 
@ Differences in gender roles 


¢ Differences in local legislation and regulation, such as tax, accounting, and legal 
considerations 


@ Prevalence/influence of unions 
m= Pay and benefit philosophies 
@ Statutory-based rules among varying countries 
@ Cost-sharing 
@ Variable pay vs. fixed pay 
@ Utilization of company stock as a compensation vehicle 


@ Executive pay practices 
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Other Global M&A Issues ...cont’'d 


= Global competition and opportunities 
m= Foreign acquisition and due diligence 
= International transfer issues 

m Review employee benefits plans 

m Review financial statements 


m= Obtain latest actuarial valuation report 


Other Global M&A Issues ...cont’d 


Global competition and opportunities — The marketplace of competition and 
opportunities for many companies has become global. 


Foreign acquisition and due diligence — The acquisition of a foreign entity requires 
many of the same due diligence considerations as a home country acquisition with 
respect to employee compensation and benefits. 


International transfer issues — provide employees with benefits consistent with a 
predetermined level, regardless of the actual benefits accrued in different locations 


Review employee benefits plans where applicable 

Materials needed are very similar to items collected in domestic transactions 
Review financial statements with footnotes 

¢ Audited plan financial statements 

¢@ Pension actuarial reports using host country/plan assumptions 


Obtain copies of latest actuarial valuation report for retirement plans and latest fund 
manager's performance where appropriate 
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OTHER GLOBAL M&A ISSUES 


Cost and Difficulty of Integrating 
Compensation Approaches 


Pay Philosophy Match 


Proposed Pay Level 


| 
High Base Comp Costs | Difficult | Easy (OK) 


Cost and Difficulty of Integrating Compensation Approaches 


Compatibility of the two organizations’ pay philosophies should be examined during the due 
diligence process. Do they collide or do they support one another? Can a company with 
high base/low variable pay levels merge successfully with a company that has a culture 
based on risk (low base/high variable pay levels)? 
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OTHER GLOBAL M&A ISSUES 


Severance/ Redundancy 


m Severance indemnity requirements 
@ Varies by country 


Policies in place 


# Key management arrangements 


History 
¢ Liabilities 


Asset sale vs. stock sale 


4 Asset sale: different country regulations 


@ Stock sale: current terms 


Severance/Redundancy Policies 


m Severance indemnity requirements 


Can vary significantly by country and create a significant additional expense if 
reorganization or restructuring (plant closings, etc.) are contemplated 


m= Severance/redundancy policies in place 


4 


4 
4 


What are the terms and conditions of employment contracts for key management 
who may have separate arrangements? 


Are programs statutory or discretionary? 


What are eligibility criteria (redundancy, resignation, retirement, unfair dismissal, 
change in control, etc.)? 


Is a notice period required (and cash paid in lieu requirements)? 


What are indemnity amounts and formulas for determination (especially if 
termination indemnity is applicable)? 


Are any indemnities payable as a result of acquisitions (any generated by change 
in control, sale of assets)? 


Do the balance sheet/financial statements reflect accruals for 
severance/redundancies? 


Any stay bonuses required as a result of the transaction? 
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OTHER GLOBAL M&A ISSUES 


Severance/Redundancy Policies ...cont’d 
m= Severance/redundancy history 


Any liabilities that buyer may have in respect to past actions 
@ Last event 
@ How many affected 
@ Severance program utilized 
¢ Social plans which apply 


= Note if acquisition for each country/geographical location is by asset sale or 
stock sale 


¢ Asset sale — Asset sale can generate termination of employment provisions and 
certain country regulations could apply (i.e., termination of employment redundancy 
payments, winding down/closing of certain plans etc. ). 


@ Stock sale — Stock sale usually preserves current employment terms and 
conditions. 
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Successful Cross-Border Mergers 
and Acquisitions 


On-site visits/due diligence 
Educating executives 

Engaging consultants 

Sharing information 

Addressing employee concerns 
Paying attention to cultural issues 


Partnering with Finance and Legal 


Documentation 


Successful Cross-Border Mergers and Acquisitions 


HR professionals can increase the chances for a successful cross-border merger or 
acquisition by: 


Conducting on-site visits and proper due diligence 
Educating executives on differences in total rewards between countries 


Engaging consultants and local experts when needed (including local staff of 
acquired company) 


Sharing information — being proactive and sensitive about public relations issues 


Addressing employee concerns early — monitoring employee expectations and 
perceptions from both companies and addressing them early and honestly 


Paying attention to cultural issues and local country infrastructure 
Partnering with Finance and Legal 


Documentation 
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Can You? 


m Define merger, acquisition, joint venture and 
strategic alliance. 


m Explain the basic business strategies that underlie 
most cross-border mergers or acquisitions. 


m™ Describe the role of HR in global mergers and 
acquisitions. 

m Explain the importance of culture in the success or 
failure of the merger or acquisition. 


m™ Describe other issues that HR professionals may 
encounter during a global merger or acquisition. 
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Module Quiz 


1. What is the term for two independent companies joining forces to form a new 
organization out of their collective assets? 


A. Merger 

B. Divestiture 

C. Joint venture 

D. Strategic alliance 


2. What step can companies take to help ensure the success of a cross-border merger 
or acquisition? 


A. Continue to operate separately, other than consolidating the financial statements 


B. Assess the rewards programs of each company and redesign an integrated program 
with the most generous rewards from each company 


C. Conduct a thorough due diligence process as soon as possible prior to the 
transaction 


3. How should HR manage employee concerns during a cross-border merger or 
acquisition? 


A. Minimize employee anxiety by delaying announcements of planned reorganizations 
for as long as possible 


B. Outsource employee communications until stability returns to the organization 
C. Recognize employee insecurities and deal with them directly 


4. Which of the following would be the most likely outcome of an asset sale? 
A. Preservation of current employment terms and conditions 
B. Termination of employment provisions, triggering potential country regulations 


C. Immunity from regulation regardless of the preservation or termination of 
employment conditions 
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(blank) 
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Quiz Answers 


Module 1 Module 4 Module 7 
1.A 1. C 1.A 
2. A 2. GC 2; 6 
3. B 3. C i a 
4. C 4. C 4. B 
Module 2 Module 5 
iC 1. A 
2. C 2. 10 
3. A 

Module 6 
Module 3 16 
1. A 2. A 
2. B 3:8 
3. A 4, A 
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(blank) 
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WorldatWork Society of 
Certified Professionals. 


Certification Examination 


Information 


About WorldatWork Society of Certified Professionals® 


WorldatWork Society of Certified Professionals is an organization that certifies human resource professionals in 
the disciplines of compensation, benefits and work-life. WorldatWork Society designations include Certified 
Compensation Professional (CCP®), Certified Benefits Professional® (CBP), Global Remuneration Professional 
(GRP®), and Work-Life Certified Professional (WLCP®). 


www.worldatworksociety.org 
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Certification Examination Information 


Development 


Internal and external subject matter experts 
contribute to the development of the content 
of WorldatWork courses as well as the 
examinations. Exam questions are reviewed 
by an internal examination team to ensure that 
items are properly scripted and meet the 
standards of good measurement practices. 
Exam reviews consist of, but are not limited 
to, checking items for appropriate content, 
accuracy, and for clues that would help the 
person taking the exam answer the item 
correctly. 


The final step in the examination development 
process occurs when scores are received, 
indicating how well the exam performed. 
Subsequently, exams continue to receive 
regular reviews to assess performance and 
currency. 


Specifications 


Exam specifications serve as a guide for the 
development of WorldatWork examinations 
and consist of two parts: (1) the content or 
knowledge assessed by the test, and (2) the 
statistical analysis of the items of the test. 


The content or knowledge contained in the 
examinations is derived by a comprehensive 
breakdown of the material covered in each 
course, based on the Body of Knowledge. 
Exams are developed and refined on an 
ongoing basis by teams of staff and 
volunteers with expertise in each subject area. 
Questions assess mastery of the topics 
covered in the course books as the materials 
relate to the Body of Knowledge. Examination 
developers weigh the amount of key 
information presented in each module. 


Examination items cover the overall Body of 
Knowledge presented in the course, and 
reflect relative emphasis required in each 
module. Each test item is written based upon 
the module objectives and content to measure 
specific types of knowledge, such as recall, 
application, analysis, evaluation, etc. 


Time allotted for completion of each 
examination is four and one-half hours; 
however, most participants complete 
examinations within one and one-half to 
two hours. 


An item-by-item review of test items is 
performed to ensure that all test items meet 
the prescribed criteria. Each examination item 
is analyzed to determine exactly where it is 
presented in the course material. The analysis 
is conducted on an item-by-item, module-by- 
module basis. All examination items are 
developed with this balance in mind. 
Examination items must be clear and 
straightforward to reduce confusion and 
frustration, which would limit participants’ 
opportunity for success. 


Test items are subject to continual scrutiny by 
statistical analysis as well. Comprehensive 
statistical analysis is conducted on each exam 
at WorldatWork headquarters, which provides 
ongoing validity and reliability information. 
Exam results are reported to students 
electronically. Official transcript records are 
maintained at headquarters. Unofficial 
transcripts are available to examinees online. 


Each examination: 


1. Reflects course objectives, course 
materials and overall presentation to 
maintain content validity. 


2. Provides a balanced sequence of exam 
items according to class presentation and 
objectives. 


3. Contains test items with the appropriate 
number of alternative distractors to 
accurately determine discrimination. 


4. Is monitored using an item analysis for 
evaluating internal consistency and 
reliability. 


5. Serves as a measure of knowledge of 
course content and the Body of 
Knowledge. 
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The monitoring process consists of an 
ongoing review of the following factors: 


1. The security of examinations. 


2. The maturity, currency and relevancy of 
the examination over time. 


3. A comprehensive item analysis, utilizing 
statistical procedures that include item 
discrimination and item difficulty 
assessment. 


4. Amonitoring of all items to identify those 
that consistently perform poorly on item 
analysis criteria and should be eliminated 
or revised. 


5. The implementation of adjustments 
necessary in the scoring base to reflect 
the integrity, fairness, and credibility of 
the examination. 


Certification examinations are designed to 
measure a specified level of proficiency 
relative to course content. This serves to link 
the exams to the associated Body of 
Knowledge. 


The minimum passing score (cut score) for 
all certification exams is 75 percent. By 
definition, this serves as the accepted 
threshold of mastery. 


Certification Examination Information 


Item Type and 
Number of Options 


Multiple-choice questions are used for 
certification exams. This type of question 
was chosen for the following reasons: 


1. Multiple-choice questions are easily 
adapted to meet a variety of testing 
situations. 


2. Psychometric research indicates that 
multiple-choice questions are more 
reliable than other types of questions. 


3. Multiple-choice questions can assess a 
wide range of knowledge, skills and 
abilities. 


4. Multiple-choice exams can be scored 
electronically. 


Based on research and contemporary 
measurement practice, the number of options 
(responses to the questions, i.e., A, B, C) 
ranges from 2 to 4. 


The following are the three components of 
multiple-choice questions: 


41. Stem: An opening or introductory 
statement, typically in the form a question. 


2. Options: Each choice (A, B, C) is an 
option. There is one BEST option, which is 
the correct response (which would be the 
consensus of a panel of experts). 


3. Distractors: The incorrect choices are the 
distractors. Distractors are believable 
responses; however wrong, or simply not 
the BEST response. 
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Certification Examination Information 


Exam-Taking 
Suggestions 


Examination anxiety is something that many 
people experience. The information contained 
in this document is intended to provide you 
with sufficient information to lessen possible 
anxiety that you may experience. 


The following suggestions are offered to help 
you perform to the best of your capabilities 
and knowledge: 


1. Trust your first instinct. 


2. Avoid over analyzing. Caution against 
reading too much into the questions. 


3. When in doubt, move on and return. 
4. Proceed through the test in order. 


5. Make educated guesses. If you are 
fluctuating between one or two choices, 
guess at one. There is no penalty for 
guessing. 

6. Use the margins of the exam booklet. 
Utilize the spaces available on the exam 
booklet to make any calculations, make 
notes and to note any questions that you 
may want to skip over and return to later. 


7. Review your answers. When finished with 
the test, scan it to ensure that you have 
provided an answer for each question. 


8. Use time wisely. There is adequate time to 
complete the test. Proceed through the 
test at a pace that is comfortable for you 
and that will allow you time to review and 
to check your answers. 


Fair Testing Practices 


Attention is focused throughout the 
examination development process on fair 
testing practices. Some of the factors that are 
included in this evaluation process are item 
writing and reviewing, item banking, item 
selection and examination review. 


The following support the efforts for fair 

testing: 

1. Exam developers are provided training in 
item writing. 

2. Examinations undergo reviews for any 
potential bias. 


3. Item performance is reviewed, including 
the instructional sensitivity of the item 
(the item needs to be difficult for those 
untrained and easy. for those trained). 


4. Additional performance feedback is 
available to examinees upon request. 


Exam Administration 


Exams are typically offered on the third day 
of a WorldatWork certification course. The 
easiest and most cost effective way to take 
an exam is to take it following one of the 
classroom events. You may take an exam in 
conjunction with a course you are attending, 
or register to join the exam session on the 
third day to take a different exam. To allow 
sufficient testing time, we recommend that 
you register for no more than two exams at 
a single exam session. 


WorldatWork has hundreds of course/exam 
events scheduled worldwide throughout the 
year for your convenience. Additionally, the 
Society offers testing center options for 
examinees seeking an alternative to the 
WorldatWork exam sessions. (Please note: 
examinees are responsible for proctoring fees 
charged by the testing centers.) 


To identify the testing option that works best 
for you and obtain additional information on 
registration requirements and lead times, 
please call our Customer Relationship 
Services team at 877/951-9191. 
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